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Land & Armaments

Programmes & Support

International Businesses

tand & Armaments provides design,
development, production, through-ife support
and upgrade of armoured combat vehicles,
tactical wheeled vehicles, naval guns, missile
launchers, artillery systems and intelligent
munitions.

; . /
Wil
/ ?
US, UK, Sweden, South Africa, Global

- High volume of vehicle reset and
upgrade activity

— UK business returned to profitability
—Wheeled armoured vehicle successes

—Good progress in next-generation combat
vehicle programmes

Programmes & Support comprises the Group's
UK-based air, naval and underwater systems
activities, the Integrated System Technologies
business and a 50% interest in the Gripen
international joint venture.

UK, Global

- RAF Typhoons now operationat
~Full six ship Type 45 contract awarded
- Launch of first of class Astute submarine

— Orders received for second and third Astute
Class submarines

— Offshore Patrol Vessel arbitration settled

International Businesses comprises the
Group's businesses in Saudi Arabia and
Australia, together with a 37.5% interest in the
pan-European MBDA joint venture and a 20.5%
interest in Saab of Sweden.

UK/Europe, Middle East, Australia

—Saudi Typhoon contract secured

- lnvestment in the Kingdom of Saudi Arabia
continues

— Down-selection for the provision of vehicles
for the Australian Defence Force

- Proposed acquisition of Tenix Defence
announced in January 2008
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Further information

The following symbols are used
within this Report

They point you towards further
information either within the report
or online.

Cross reference within report

For more information visit
www.baesystems.com

Annual and Interim Reports in

digital format online

To receive shareholder communications
electronically in future, including

your Annua! Report, visit:
www.baesystems.com/annualreport/

Cover image:
RG33 Mine Resistant
M Ambush Protected vehicle

Cautionary statement

All statements other than statements of historical fact incluged in this docurment, including, without limitation,
those regarding the financial condition, results, cperations and businesses of BAE Systems and its strategy,
plans and objectives and the markets and ecenomies in which it operates, are forward-ooking statements. Such
forward-looking statements which reflect management's assumptiens made on the basis of information available

to it at this time, involve known and unknown risks, uncertainties and other important factors which could cause the
actual results, performance or achievements of BAE Systems or the markets and economies in which BAE Systems
operates to be materially different from future results, performance or achievernents expressed or implied by such
forwardHooking statements. Nothing in this document shall be regarded as a profit forecast. BAE Systems ple and its
directors accept no liability to third parties in respect of this report save as woutd arise under English law. In
particular, section 463 Companies Act 2006 limits the liability of the directors of BAE Systems plc so that their
liability is solely to BAE Systems plc.



BAE Systems’ Group strategy is ‘to deliver sustainable growth in shareholder value by being the premier
global defence and aerospace company’.

BAE Systems, with 97,500 employees* worldwide, delivers a full range of products and services for air, land and
naval forces, as well as advanced electronics, information technology solutions and customer support services.

Delivering global growth

|
Group Electronics, Intelligence

& Support

Key points Principal operations Electronics, Intelligence & Support provides
a variety of communications, electronic
- Good financial performance identification, navigation and guidance

, . systems, network-centric warfare solutions
- Continued growth from US businesses and a broad range of support solutions,

- Leadership position established in global land systems sector including major ship repair activities for the
US Navy.

Salest by buslness group? (%) EBITA? by business group?® (%)

Maln operating ‘
locations i
‘ ‘ i
‘ |
‘ . + 1,
& Electronics. Intelligence & Support @ Electronics, Intelligence & Support } A
#® Land & Armaments ® Land & Armaments ’l w
& Programmes & Support ® Programmes & Support - i
# international Businesses @ International Businesses Major markets US, UK, Global

Key points —Continued leadership in the provision

£15 ,7 10 m £1, 47 7 m from 2007 of electronic warfare systems

—New markets developing for the HybriDrive®
Sales* for 2007 EBITA? for 2007 propulsion systems ‘

— Stable demand for ship repair services

HQ & Other Businesses

HQ & Other Businesses comprises the regional
aircraft asset management and support
activities, head office and UK shared services
activity, including research centres and property

before elimination of intra-group sales
management.

eamings before amortisation and impairment
of intangible assets, finance costs and

taxation expense

3  excluding HQ & Other Businesses

4 including share of equity accounted investments

S




Results in brief

Results from continuing operations

£15,710m £1477m £1.177m

Sales? EBITA? Operating profit

2006: £13,765m 2006: £1,207m 2006: £1,054m

31.0p 26.0p £38.6bn

Underlying earnings? Basic earnings per share* Order book®
per share

2006: 23.8p 2006: 19.9p 2006: £31.7bn

Other results including discontinued operations

12.8p £2,162m £700m

Dividend per share Cash inflow from operating Net cash as defined
activities by the Group

2006: 11.3p 2006: £778m 2006: £435m

Highlights

— Good financial performance

— Continued growth from US businesses

— Leadership position established in global land systems sector
~ Underlying earnings? per share up 30% to 31.0p

— Dividend increased 13.3% to 12.8p per share for the year

Qutlook

We have excellent forward visibility and a further year of good growth is anticipated in 2008, including

a full year contribution from the fermer Armor Heoldings business. In addition, part-year contributions are
expected following the anticipated completion in 2008 of the proposed acquisitions of MTC Technologies
and Tenix Defence.

(AN

£

including share of equity accounted investments

eamings before amortisation and impairment of intangible assets, finance costs and taxation expense

eamings excluding amortisation and impairment of intangible assets, noncash finance mavements on pensions and financial derivatives. ard uplift on acquired inventories
(see note 10 {0 the Group accounts)

basic eamings per share in accordance with International Accounting Standard 33

including share of equity accounted irvestments’ order books and after the elimination of intra-group orders of £1.4bn (2006 £1.0bn}

BAE Systems Annual Report 2007




2007: A year of delivery
RN

“2007 has been another successful year for
BAE Systems. The Group has again delivered
a strong financial performance and has
achieved much success in pursuit of its
strategic objectives’

Dick Olver Chairman

2007 was another successful year for BAE Systems. The Group has to achieve the highest standards of governance in the conduct of our
again delivered a strong financial performance and has achieved much  day-to-day business.

success in pursuit of its strategic objectives. As part of that drive, the Board agreed to undertake an expert and

Our multi-home market strategy continues to generate opportunities independent audit of our ethical business conduct, to measure where
for growth. we stand today and to provide a point of reference with which to
measure our progress over time, In June 2007, the Board appointed
an independent committee, chaired by Lord Woolf, the former Lord
Chief Justice of England and Wales. The Woolf Committee will report
on the status of ethics and governance in the Group and make
recommendations on improving

In the UK, an increased emphasis on through-life business support
is being addressed successfully. Similarly, the Group's strategy to
develop an enhanced industrial presence in the Kingdom of Saudi
Arabia has underpinned the winning of substantial new business

that will provide future growth in that market. areas of weakness that may Underlying earnings® per share
In the US, we continue to see the benefits of a wellexecuted be found. The report will be from continuing operations (pence)
acquisition strategy. published and the Board has

undertaken to act on all 35 )
Our global strategy will continue to develop. The Group’s focus on such recommendations of the A A A
business in its six home markets is delivering good returns and Committee. We have taken |
consideration is now being given to establish a presence in new this bold step because we are |
home markets. committed to being the industry

leader in business ethics. The
Woolf Committee report will be
a valuable tool in our pursuit of
this objective.

A more global footprint brings with it responsibility to a wider, more
diverse stakeholder base. As we grow internationally, it becomes
increasingly important to keep pace with evolving customer and
stakeholder expectations — both in programme delivery and the
methods by which we deliver our business. We seek to nurture a During the year, further changes o
culture within the Group of continuous improvement - in all aspects were made in the composition of 04 05 06 07
of business performance. This includes ethical awareness as we work the Board. With a ratio of eight

1 earnings excluding amortisation
and impairment of intangible
assets, nen<cash finance
movements on pensions and
financial derivatives, and uplift
on acquired inventories (see
note 10 to the Group accounts)

2 www.baesystems.com



independent non-executive directors to four executive directors,
excluding myself as Chairman, we have a strong Board with a wealth
of experience in both our own industry and international business
generally. During the year we welcomed Andy Inglis, who has a strong
background in global programme execution, to the Board. Also, | am
pleased to report that Ravi Uppal will be joining the Board in Aprit as
a non-executive director. He is currently President, Global Markets for
ABB Limited and has first hand experience of managing engineering
and technology businesses in Europe, the Middle East and India. One
of our current non-executive directors, Peter Weinberg, will be standing
down and not seeking re-election at this year's Annual General
Meeting in May. He leaves us to dedicate more time to his business
interests as a partner in the rapidly growing financial services firm,
Perella Weinberg Partners. | wish him well for the future.

Ulrich Cartellieri, Steve Mogford and Chris Geoghegan retired from
the Board during the year and my sincere thanks go to them for their
dedicated service 1o the Group.

Succession planning is vital to the wellbeing of a company, and

BAE Systems has a well-defined and rigorous process for ensuring

the continuity of high guality management appointments throughout
the Group. The announcement setting out the timetable for the
appointment of a successor to Mike Turner as Chief Executive, when
he steps down in August 2008, is a key part of that planning process.
Mike has made an outstanding contribution across his 42 years

with the Group, starting as an apprentice and culminating as Chief
Executive of the highly successful company that BAE Systems is today.

Mike leads a highly skilled workforce of some 97,500 people who
have delivered excellent performance during the year by providing
outstanding capability and support for the armed forces and all the
customers in the countries we serve. | extend my thanks to each of
them for their contribution to the Group’s success.

The Board is recommending an increased final dividend of 7.8p
making a total of 12.8p for the year, an increase of 13.3% over 2006
endorsing our outlock for the Group. At this level the annual dividend
is covered 2.4 times by underlying earnings (2006 2.1 times). Subject
to shareholder approval at the 2008 Annual General Meeting, the
dividend will be paid on 2 June 2008 to holders of ordinary shares
registered on 18 April 2008.

L

Dick Olver Chairman

The Woolf Committee

In June 2007 the Board appointed Lord Woolf to lead
an independent expert committee to study and publish
a report on the Group's ethical policies and processes.

It is chaired by Lord Woolf.

Members of the Committee

- The Rt. Hon. The Lord Woolf of
Barnes (Chairman), former Lord

Chief Justice of England and Wales.

- Sir David Walker, Senior Adviser
and former Chairman of Morgan
Stanley International Ltd.

- Philippa Foster Back OBE, Director
of the Institute of Business Ethics.

- Douglas N, Daft, AC, former
Chairman and Chief Executive
of the Coca-Cola Company.

- Dr Richard Jarvis (Secretary to
the Committee), former Secretary
to the Committee on Standards
in Public Life.

Summary terms of reference

The Committee was appointed to:
- review the Group’s ethical policies
and processes, and to review the
Group's adherence to applicable

anti-corruption legislation,
including relevant international
treaty obligations;

- reach a judgement as to how the
Group’s policles and procedures
benchmark against industry

standards, whether they are
sufficiently robust to ensure
compliance with its ethical business
policies generally and in particular
to detect and prevent violations of
anti-corruption laws; and

- to make recommendations for any
remedial actions it believes the
Group should take.

Committee website at http://www.woolfcommittee.com/

@ The full terms of reference can be found on the Woolf

BAE Systems Annual Report 2007




Our executive leadership

For more information on the
Group's strategy see page 12

BAE Systems is managed through a combination of operational line leaders responsible
for the operation and performance of their respective businesses and functional leaders
providing Group-wide expertise and guidance. The line leaders report to two Chief
Operating Officers principally reflecting the geographic spread of the Group, split between
US-led operations, and operations in the UK and other regions. The Chief Executive, Chief
Operating Officers and Group Finance Director are members of the Board (page 54). An

Mike Turner
Chief Executlve

Executive Committee, comprising members from the senior leadership team, is the focus
for developing and delivering the Group’s strategy.

N

Operational leadership

B

Functional leadership

[

‘Walt Havenstein
Chief Operating Officer

President and CEQ, BAE Systems, inc.

1an King

Chief Operating Officer

UK/Rest of World

Marshall Banker
President bsrndg
Customer Selutions

Murray Easton
Managing Director
Submarine Salutlons

Mika Hetron
Presigent I—
Electronics & Integrated Solutions

W¥ic Emery
Managing Director
Surface Feet Solutions

Linda Hudson
President 1
Land & Armaments

Guy Gritfiths
Managing Director
Businesses

Scott O'Brien
President —
Products Group

Nigel Whitehead
Group Managing Director
Military Alr Solutions

wm Board member
= Executive Committee member

Pater Wilson
Managing Director
CS8&S Intemational

Goorge Rose

Group Finance Director

Phllip Bramwaelt

Group General Counsel

]

Alan Garwood

Group Business Development Director

Alastalr Imrle

Group HR Director

Charlotte Lambkin

Group Communications

Director

Allson Wood

Group Strategic Development Director B

4 www.baesystems.com



The Royal Navy's largest and most
powertul attack submarine, the first
of class Astute. was rolled out of the

Devonshire Dock Hall on 8 June 2007.

Chief Executive’s review

Strategic overview

implementing our strategy
Financial review

Key Performance Indicators (KPIs)
Business group reviews
Electronics, Intelligence & Support
Land & Armaments

Programmes & Support
International Businesses

HQ & Other Businesses

Corporata responsibility review

Risk management and principal risks
Resources
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Delivering glabal growth

“BAE Systems once again performed well
in 2007. Each of the four business sectors
delivered good profitability underpinned
by good programme schedule and cost
performance across the Group’

Mike Turner Chief Executive

Performance against top ten objectives for 2007

The Board reviews and updates the Group strategy Objective

What we have achleved

annually. Our strategy is ‘to deliver sustainable 1. Meet financiat
growth in shareholder value by being the premier targets
global defence and aerospace company’. Within

The Group performed well and delivered its
financial plan for the year and a strong five-year
business plan was presented to and agreed by
the Board.

this context the Chief Executive and the Executive

2. Ensure
Committee agree the Group strategic objectives, the application
business portfolio actions and the top ten objectives :f "I"anda‘ed
R . usiness
for the executive team each year. The following processes

The Group continued to embed the principles
of good governance, values, policies and
processes that guide our work and behaviour,
with a clear system of delegated authority
across the Group.

summarises achievements against the 2007 top 3. Further (ncramse

ten objectives. The top ten objectives for 2008 " management

are set out on page 11. focus on
programme
execution

Programme execution is central to the Group
and a key determinant of customer satisfaction.
Both schedule and cost performance improved
in 2007 and will continue to be a focus of
management attention, building on the excellent
progress in recent years.

8 www.baesystems.com
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BAE Systems once again performed well in 2007, demonstrating the
significant fundamental strengths and quality of the business. EBITA!
increased by 22% to £1,477m on sales? of £15,710m, up 14%
compared with 2006. Underlying earnings? per share increased 30%
to 31.0p for the year. The Group had net cash of £700m at year end,
having invested $4.5bn (£2.2bn} excluding fees in the acquisition

of Armor Heldings, Inc. during the year.

Each of the four business sectors delivered good profitability with
return on sales exceeding 8.5% in all sectors. This profitability
stems from good programme cost and schedule performance
across the Group.

Underlying this performance are principles of ethical conduct, good
governance, our values and policies and processes that guide the
Group’s business and the behaviour of its people, with a clear system
of delegated authority within a ‘One Company’ approach. BAE Systems
is determined that the business policies and processes mandated
across the organisation align with glohal best practice,

BAE Systems is a global company with a strategy currently focused
around six home markets. Together these home markets were
responsible for generating 85% of Group sales? in 2007 (2006 84%).

The Group is benefiting from a well-executed strategy with good
profitable growth generated from substantial business operations in
its home markets and especially the United States. A notable success

is the very strong growth in the land systems business in recent
years. Following the earlier acquisitions of Alvis in 2004 and United
Defense in 2005, the acquisition of Armer Holdings, Inc. in 2007 has
established BAE Systems as having a clear leadership position in the
land sector.

Qur multi-home market business focus continues to generate
opportunities for growth, especially in the Kingdom of Saudi Arabia
where the Group has a growing home market position.

United States

BAE Systems is a valued, trusted and high-performing part of the US
defence industrial base and is one of the top ten largest defence
companies in the US.

In the US, the Group is a market leader in advanced information
technology, intelligence analysis, geospatial exploitation software

and the development of knowledge-based systems. In addition,

BAE Systems continues to see strong demand for sophisticated
electronic warfare and protection systems, and in its support solutions
business the ship repair facilities have remained fully utilised.

In the land systems sector, further contracts to reset Bradley combat
vehicles and other US tracked vehicles to ‘as new’ condition were
awarded, providing extended visibility of throughput at the current
high level of activity. In addition to the high volume of reset activity,
strong demand for vehicle upgrades with new digital systems

Objectlve What we have achieved Objective What we have achieved
4. Grow US The Group is achieving success growing in the US, 8. Demonstrate The Group continues to identify and benefit from
businesses with 19% organic growth and the acquisition of a commitment opportunities to work together and share best

Armor Holdings, Inc. in 2007.

5. Continue to Progress in implementing the Defence Industriaf
implement the Strategy in the UK was made, which will deliver

UK Defence  combined benefits of more capability and lower
Industrial cost for the UK customer and acceptable returns for
Strategy industry through long-term partnering agreements.

to partnering practice across the Group’s global businesses.
Constraints to technology sharing between the
UK and US remain but in June 2007 the US
President and UK Prime Minister signed a defence
technology treaty. Once ratified by the US Senate,
this would marls a significant step forward towards
greater technology co-operation.

6. Progress the The business in the Kingdom of Saudi Arabia
business in the is moving forward with the established core
Kingdom of  programme progressing well, in-Kingdom
Saudi Arabla investment is ongoing and significant new

business has been achieved.

9. Develop The Group is successfully implementing its
existing and  strategy to develop the six home markets in which
new home it currently operates and is pursuing opportunities
markets to establish additional new home markets for the

longer term.

7. Focus on key
export
opportunities

The contract award for 72 Typhoons for Saudi
Arabia was a notable success. Whilst export
markets are very competitive, the Group continues
to address a number of opportunities for exports
from each of its six home markets.

10. Demonstrate
leadership at
all levels

Underpinning all of the above objectives is an
emphasis on leadership throughout the Group to
achieve continuous performance improvements
and embed & high-performance culture.

including share of equity accounted investments

WK

(see note 10 to the Group accounts)

eafnings before amortisation and impairment of intangible assets, finance costs and taxatich expense

earings excluding amaortisation and impairment of intangible assets, non<ash finance movements on pensions and financial derivatives, and uplift on acquired inventories
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continues, in part driven by the move in the US to modular forces
requiring the fielding of a common standard of more capable vehicies.

To complement BAE Systems' tracked vehicle position in the US,

the Group has been executing a wheeled vehicle strategy to meet

a valuable, near-term, urgent cperational requirement for Mine
Resistant Ambush Protected (MRAP) vehicles. This has resulted in the
establishment of a new assembly facility for the RG33 mine protected
vehicle in Yerk, Pennsylvania, alongside the Bradley reset facility.
Following the substantial contract award for RG33 MRAP vehicles in
2007, manufacturing volume has increased rapidly in the last months
of 2007 with the completion of 23 vehicles in October rising to 102

in December.

The acquisition of Armor Holdings, In¢. delivered further progress as
regards the wheeled vehicle strategy. The business is a key player in
the tactical wheeled vehicle market and in the increasingly vital areas
of armour protection and survivability. With strong demand for its
products, notably for the Family of Medium Tactical Vehicles {(FMTV)
and the Caiman mine protected vehicle derivative, the Armor Holdings

acquisition is well on track to deliver our required return on investment.

BAE Systems has worked across its global businesses rapidly to
design, produce and deliver vehicles to protect the armed forces.
The Group's role on the MRAP programme involves collaboration

across sites and businesses globally, including the integration of the
former Armor Holdings' capabilities. The programme brings together
more than 35 years of experience in mine protected wheeled vehicle
expertise and highly survivable combat platforms.

In December 2007, the Group announced the proposed acquisition
of MTC Technologies, Inc. MTC complements BAE Systems’ existing
readiness and sustainment capabilities in the US.

United Kingdom

The Group’s UK-based businesses are performing well with good
programme schedule and cost performance. This performance
improvement included a recovery to profitable trading for the land
systems business in the UK.

BAE Systems continues 1o make progress in developing integrated
through-life support business in partnering arrangements with the UK
MoD and the UK's armed forces. Benefits are now apparent as some
of the earlier programme relationships mature. For example, the
National Audit Office has concluded that the partnered support
arrangements for the Tornado combat aircraft have contributed to a
51% reduction in cost per flying hour and cost savings over the past
five years of £1.3bn. BAE Systems is similarly involved in support
for a number of other UK air platforms and is addressing through-life
support for the UK's armoured fighting vehicle fleet. The Group

The market

Supplemental budgets in the US to fund overseas
operations, combined with good growth in the
underlying US defence budget have contributed

to overall growth in the global accessible defence
market. US supplemental budgets are not
expected to be maintained but underlying global
defence expenditure is forecast to continue to grow
with increasing contributions from the fast-growing
Asian economies. This expenditure naturally
determines where Group attention is focused.

The top 15 countries account for 80% of the global
total and the US accounts for around 50% alone.

Most of the Group’s businesses are focused
on the defence industry and are subject both
to competition from multi-national firms and
to government regulation.

BAE Systems’ market position (US$bn)
Top 10 defence ¢companies in 2007 {based ¢ 2006 deferce revenues)

3, ol

30

~
@

Lockheed Martin

Boeing

BAE Systems

Northrop Grumman

Raytheon

General Dynamics

L3 Communications
Finmeccanica ¢
United Technologies [:. :

Source: Defense News

8 www.baesystems.com




identifies further opportunities to develop such arrangements in air,
land and naval support.

The UK government's commitment to the new Carrier programme

in July enabled BAE Systems to enter into a Framework Agreement
with VT Group for the establishment of a joint venture which would,
subject to completion, bring together BAE Systems’ and VT Group's
respective surface warship building and surface warship through-life
support operations.

Other home markets

Saudi Arabia continues to be an important home market for

BAE Systems, building on a performance track record established
over many decades.

The large programme of support for Tornado is being maintained and
the modernisation of existing assets continues. In September 2007,
under the new defence co-operation programme known as ‘Project
Salam’, contracts were signed between the UK government and the
Kingdom of Saudi Arabia for the supply of 72 Typhoon aircraft.

We continue to invest within Saudi Arabia in both the expansion

of the Kingdom’s industrial capability and new secure residential
accommodation, The first of two new compounds for our employees
is now being occupied in Riyadh.

In Sweden, production of the CV30 infantry fighting vehicle is underway for
the Dutch Army, continuing the good export performance of this business.

In Australia, the Group continues to build on its position as a through-
life capability partner to the Australian Defence Force, including a
follow-on multi-year support contract for the Hawk aircraft.

The selection by Australia of the FMTV as the basis for the Land 121
vehicle programme will generate substantial industrial involvement in
Australia. BAE Systems is also a major subcontractor on the Australian
Wedgetail Airborne Early Warning and Control programme, where we
are jointly engaged with Boeing and the customer to re-baseline

this programme.

In January 2008, the Group anncunced the proposed acquisition of
Tenix Defence, a leading Australian defence contractor. The acquisition
will more than double BAE Systems’ presence in Australia, making

it the largest incountry supplier to the Australian Defence Force. The
organisations are an excellent fit and have largely complementary
pregrammes and capabilities. This acquisition is a significant step in
the implementation of the Group's strategy to develop as the premier
global defence and aerospace company by growing the business in
Australia, one of the Group's six home markets.

In South Africa, the land systems OMC business is achieving growth
through exports with its RG31 and RG32 mine protected vehicles.

Forecast defence budget by major region
(US$bn in constant 2008 prices)

L00

06 OY C8 0% 10 11 12 13 14 15

03 04 05
Year
® Rest of World (excluding markets inaccessible for business by the Group}
O Eurgpe (West, Central and Eastern European countries, excluding former
Soviet Union nations)
@ US suppiementa? budget
@ US base budget

The US represents around 50% of the total forecast global defence spend
(including equipment, personnel and operating costs) ta 2010.

Source: BAE Systems internal analysis

Global equipment market {USSbn)

2007 estimated defence procurement

105 120

135

¢} i5 30 45 60 75 90 150

® US (including supplemental budgets, excluding Research, Tesling,
Development & Evaluation)

© Europe {West, Central and Eastern Eurcgean countries, excluding former Soviet
Umion nations)

# Rest of World {excluding markets inaccessible for business by the Group)

The US accounts for around 50% of estimated total global procurement in 2008.

Source: BAE Systems internal analysis
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Summary and outlook

BAE Systems has a successful track record of identifying and
addressing market opportunities through organic investments and
acquisitions. Following the acquisition of Armor Holdings, Inc., the
Group has maintained a strong balance sheet and is performing well.

We have excellent forward visibility and a further year of good growth

The Group continues to look for further value enhancing opportunities

across its home markets and remains focused on delivering good
business performance and generating value, to the benefit of

customers and shareholders.

\W'W

The Group is continuing to deliver its strategy with strong financial
and programme performance. It is delivering value for money and

capability to its customers and is well positioned for the future with

an established footprint in six home markets. BAE Systems is a
quality business based on a strong, well-balanced portfolic and is
well positioned to continue to deliver shareholder value in line with

our long-term plans.

is anticipated in 2008, including a full year contribution from the
former Armor Holdings business. In addition, part-year contributions
are expected following the anticipated completion in 2008 of the
proposed acguisitions of MTC Technologies and Tenix Defence.

N

Mike Turner Chief Executive

United States market

A

United Kingdom market

The US continues to be the most attractive of
all the major defence markets, accounting for
around 50% of global defence expenditure in
markets accessible for business by the Group
{see chart on page 9) and approximately 4% of
GDP. The US will remain one of BAE Systems’
key markets, offering programme scale and
high levels of investment in research and
development. BAE Systems has continued

to grow in the US by leveraging its market
leadership positions and introducing new
capabilities that meet customers’ needs.

The Group is well placed to support the US
Department of Defense in its likely emphasis
on force sustainment and readiness and
affordable transformation,

The short-term outlook for defence continues
to be favourable, although growth in US defence
spending is expected to slow beyond 2010.
Politically, the US is now starting the run-up to
the next presidential election in November
2008, Both parties remain supportive of
national security and consequently, whatever

the outcome, support for defence spending
is expected to remain robust.

in recent years, US defence spending has
been buoyed by supplemental budgets aimed
at covering additional defence costs related
1o the ongoing operations in Afghanistan and
Irag. When the US disengages from these
operations, the scale of these supplemental
budgets will probably degline.

The defence market in the UK is expected to
become more challenging in the coming years.

Overall defence spending is being held to low
levels of real growth, at just over 2% of GDP
despite significant ongoing operational
commitments. Spending on defence
equipment in the UK is under particular
pressure, balancing the demands of
procurement with personnel-related costs
and the impact of ongoing operations in
Afghanistan and Iraq. A high level of activity
due to Urgent Operational Requirements
(UORs) has resulted from these operations,

Implementation of the UK's Defence
Industrial Strategy (DIS) is underway

against a challenging set of milestones.

BAE Systems continues to work with the UK
MoD to ensure transformation of the
business to meet challenging requirements,
particularly focused on developing Long Term
Partnering Agreements (LTPAS) across air,
land and naval domains.

10 www.baesystems.com



2008 Executive Committee top ten objectives
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The Executive Committee has set the following objectives for 2008. A review of the performance against these
objectives will be contained in the Annual Report 2008. The aim of these objectives is to provide focus for the
leadership and engagement of people at all levels of our Company.

Objective Objectlve
1. Financlal targets Meet 2008 financial targets and set 6. US business Grow our US business including the
challenging and realistic longerterm plans execution of planned investments
2. Develop our Develop our partnering approach to meet 7. Kingdom of Progress delivery of the Saudi
partnering approach our customers’ capability requirements Saudi Arabia industrialisation plan and further develop

3. Business policies
and processes

Ensure continued quality application of our
mandated business policies and processes 8.

business in the Kingdom of Saudi Arabia

UK Defence

4. Programme
execution

through schedule and cost performance

Industrial Strategy

Further enhance programme execution

Continue to implement the UK Defence
Industrial Strategy including execution of
our transformation and investment ptans

SOUBLLBAOY) — Jodal 510102010

5. Security

Progress development of our security
businesses in our home markets

9. Export
opportunities

Progress export opportunities from each
of our home markets

10. Safety, ethics and
diversity

Continue to drive performance in safety,
ethics and diversity

d

3

Other home markets

The UK government’s publication of the DIS
version 2 has been delayed into 2008 to take
account of the difficult decisions required

in the UK MoD's current Planning Round 08
following the 2007 Comprehensive Spending
Review. To deliver value for money and meet
current and future equipment needs of the
armed forces, the securing of through-life
capability management and appropriate
LTPAs will be even more necessary under
difficult budgetary conditions.

Saudi Arabia is, and is expected to remain,
one of the major defence markets in the
world, dedicating up to 10% of GDP to this
sector, with a significant part of this spent

on external procurement. An Understanding
Document was signed on 21 December

2005 between the UK and Saudi Arabian
governments, outlining plans to modernise the
capabilities of the Saudi armed forces. These
modernisation activities are underway, helping
to develop a greater indigenous capability in
the Kingdom.

The Australian government has committed

to an increase in defence spending of 3% p.a.
(real) until 2015-16, on an annual budget

of A$22 billion. Its stated preference is to
maintain a strong local defence capability
which will underpin strong market growth.

It has also released the Defence Capability
Plan 2006-2016, which outlines the major
capital equipment outlays over this time frame.
A total of A$74.6bn is forecast to

be spent on capital investment over the

next decade, reflecting the government's
commitment to growth in defence spending.

South Africa, with one of the best trained
and equipped militaries in sub-Saharan
Africa, is spending between 1.2% and 1.6%
p.a. of its GDP on defence. It is currently
undergoing a major re-equipment programme
as a result of defence procurements
approved by the government in 1999,

The Swedish military is also undergoing
reform as it changes from a force for
defence against invasion to one that

is more flexible and mobile. Since the
beginning of this process, defence spending
fell from 2% of GDP to 1.4% in 2006. Over
the same period there has been government
encouragement for the industry to move
towards greater participation in international
collaborative programmes.

To enhance its positions in these markets
and optimise its ability to execute its home
market strategy, the Company intends to
establish home market advisory boards in
those markets where it would benefit from
advice focused on incountry business
development and industrial partnering.
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2 strategy that delivers growth

Pyt
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Our Group strategy is ‘to deliver sustainable growth in shareholder value by being the
premier global defence and aerospace company’. We deliver this through our Group
strategic objectives, business portfolio actions and integrated business plans. The six
Group strategic objectives are championed by the Executive Committee and apply
across all of our businesses, while the business portfolio actions are championed

by the relevant Executive Committee member and are delivered by the businesses
either separately or jointly. Both are underpinned by our integrated business plans.

S0UBLISA0Y — L1032 | S103231i]

Group Strategy
To deliver sustainable growth in shareholder value by being the
premier global defence and aerospace company
i)
2
o
=
(2]
S
@ Group Strategic Objectives
—
[1°]
3 Continue to embed a high-perfermance culture across the Company
2 Further enhance our programme executicn capabilities
Increase sharing of expertise, technology and best practice between our global businesses
Develop a partnering approach to meet our customer requirements
Develop our capabilities in existing and new home markets
Establish security businesses in our home markets
Business Portfolio Actions
v
=
@ Establish in the Grow our business Implement the home Grow our global land Grow our export Grow our global
g UK sustainably In the United States market strategy and systems business business from our support, solutions
% profitable throughdife both organically grow in the Kingdom home markets and services
@ businesses in and via acquisitions of Satudi Arabla businesses
=1 Alr, Land and Sea
=
]
3
2
=2
=

Integrated Business Plans
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The following three case
studies demonstrate
examples of how we are
implementing our strategy.

Strategy

Key Performance Indicators (KPIs) 125

Group strategic objectives

Each year the Group strategic objectives are reviewed and refined to
ensure that they remain relevant. For 2008 we have clarified the intent
of the objective ‘Develop our capabilities in emerging growth markets'
and separated it into two:

- ‘Develop our capabilities in existing and new home markets’, focuses
on developing the Group’s multi-home market strategy; and

- ‘Establish security businesses in our home markets', highlights the
importance of this adjacent market opportunity,

Continue to embed a high-performance culture across the Company
Having a high-performance culture underpins our ability to achieve
our strategy. This means setting challenging targets and reviewing
our performance s0 that we deliver against our commitments. This
is underlined by demonstrating high standards of business conduct
in line with our ethical principles.

Further enhance our programme execution capabilities

Excellence in programme execution remains at the core of the
successful delivery of our strategy, both in terms of executing on

our existing contracts and winning new business. Being recognised
by our customers as their reliable partner of choice to deliver to their
expectations on time and budget will ensure we deliver continuing
performance and growth of our business.

Increase sharing of expertise, technology and best practice between
our global businesses

- As our customers' requirements increasingly demand the ability to offer
through-life and capability solutions, we are committed to finding ways
~to increasingly collaborate across our business and project boundaries
to deliver these sclutions. We need to continue to build on our ability
to work across the lines of business that span our six home markets.

Develop a partnering approach to meet our customer requirements
Mutually beneficial trust-based partnering relationships with our
customers are increasingly important to the long-term future and
stability of cur business. Many of our customers are recognising the
long-term nature and strategic importance of defence procurements.
We are responding to this by building our partnering capabilities in
ways such as working in integrated project teams and embedding
our activities alongside customers.

Develop our capabllities in existing and new home markets

We continue to evaluate ways in which we can develop our in-country
presence, both in our six existing home markets and in potential new
home markets.

Establish security businesses in our home markets

In 2007, we evaluated opportunities to grow into related new
market segments, providing we could lever our core technologies
and capabilities appropriately. We decided to focus on establishing
security businesses in our home markets.

The Group delivers its strategy through the Group strategic abjectives
detailed opposite, business portfolio actions and integrated business
plans. The strategy is also supported by ten short-term objectives
agreed annually by the Executive Committee (see page 11) which
address the key chalienges in delivering the strategy in the year
ahead. The objectives are directly underpinned by a set of financial
and non-financial performance indicators that are regularly reported
to the Board and linked to executive remuneration. These KPls are
detailed on pages 25 and 26 and provide a succinct and meaningful
measurement system to assess enterprise performance and
continuous improvement in line with our strategy.

Risks b

Effective management of risk and opportunity is essential to the
delivery of the Group's objectives and achievement of sustainable
shareholder value. The Group‘s approach to risk management is to
remove or reduce the likelihood and effect of risks before they oceur,
and deal effectively with problems if they do.

Further information on the risk management processes and
procedures, and the committees involved in the management of risk,
is given on pages 44 and 45.

Resources

The key resources and arrangements the Group uses to achieve its
strategic objectives include:

— the people it employs;

- relationships with its customers, subcontractors and other suppliers;
- research and development;

- intellectual property; and

- its capital structure.

Each of these is discussed further on pages 51 and 52, with the
exception of the Group's capital structure which is explained on
page 22 in the Financial review,

BAE Systems Annual Report 2007 13
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Case study one

2 Slobal leader in land systems

US military vehicles

Business portfolic actions (addressed in this case study}

Grow UK Grow US Grow land Grow export | Grow global
throughlife business systems business support
busingsses

- 2005 acquisition of United Defense established
BAE Systems’ strong pasition in the tracked combat
vehicle sector

- 2007 acquisition of Armor Holdings positioned
BAE Systems as a leader in the growing military wheeled
vehicle sector

— Further cornvergence of such tracked combat and wheeled
vehicle technology will present future growth opportunities
for the Group

BAE Systems is today a leader in military land systems with sales of
$7.1bn in 2007 and principal operations in the US, UK, Sweden and
South Africa. This large global presence has been established over
a short period. The Group embarked on a distinct and cohesive
strategy to enter both the tracked and wheeled vehicle sectors, and
the convergence of these capabilities is now providing significant
growth opportunities.

Prior to 2004 BAE Systems’ involvement in the land systems
sector was limited to its RO Defence activities in the UK. In 2004
BAE Systems acquired Alvis plc, recognising the opportunity to
address the market for through-life support of the UK armoured
Fighting Vehicle fleet and to better address the opportunity to
participate in the UK's largest projected land systems programme,
the Future Rapid Effect System (FRES). Alvis included not anly the
principal constituents of the UK armoured vehicle capability but also
the Swedish Hagglunds business and OMC in South Africa.

With its newly expanded land sector presence and its strategy

to grow in the US market, BAE Systems targeted the good growth
prospects for support and reset work in the large armoured vehicle
fleets in the US. Reset is the process of taking worn vehicles out

of service and refurbishing them to an ‘as new' condition for return
to service. BAE Systems identified United Defense, a major tracked
combat vehicle business in the US, as a focus for increased reset
activity and has seen substantial growth since its acquisition of that
company in June 2005.

Having established a strong position in the tracked combat

vehicle sector, BAE Systems looked to address the newly emerging
opportunities for wheeled military vehicles. Wheeled vehicle fleets
have in the past been assigned primarily to utility and support
applications while the heavier combat vehicles, with their enhanced
survivability, were deployed for combat operations.

Strategle acquisitions in both the wheeled and tracked vehicle sectors have
resulted in BAE Systems’ leadership positions |n these key growth areas.
Further convergence of these two sectors will continue to create growth
opportunitles for the Group as it begins to focus on the development of
fight wheeled vehicles.

Total US millitary vehicle fleet (%)
255,000 military vehicles (2008 inventory)

Acquisition of
United Defense

allw

Acquisition of
Armor Holdings

o

US tracked vehicles (%) US wheeled vehicles (%)

Primarily combat Primarily support

M1 Abrams Bradley Combat and | Light
tank M2/M3 Heavy

Fire
support
platforms

M113
armoured
personnel carrier

Medium

® BAE Systems
© Qthers

® BAE Systems — major participation
© BAE Systems - some participation
O Qthers

Figure 1

The growth of insurgency and the terrorist threat, including the use
of mines and improvised explosive devices has led to a demand for a
new class of utility vehicle. These more sophisticated utility vehicles
retain wheeled mobility but have the survivability characteristics of
tracked combat vehicles. This evolving convergence of utility and
combat vehicle capabilities led BAE Systems to acquire Armor
Holdings, Inc., a leading US supplier of wheeled utility vehicles

and armour protection technology. The Armor Holdings capabilities
complement the tracked combat vehicle capabilities of the former
United Defense business in the US {see figure 1}.

When BAE Systems acquired Armor Holdings the requirement in the
US for Mine Resistant Ambush Protected (MRAP) vehicles was just
emerging. BAE Systems has been able to respond to this urgent

14  www.baesystems.com




Mine Resistant Ambush Protected {MRAP) vehicle - RG33
The MRAP programme awards reftect both the Group's
Industrial capaclty and its ability to collaborate across sites
and businesses globally.

Mine protected vehicles

requirement, winning large orders for MRAP vehicles sourced
from three of its operations: the OMC business in South Africa;
the former United Defense facilities in York, Pennsylvania; and the
recently acquired former Armor Holdings facilities in Sealy, Texas
and Fairfield, Ohio {see figure 2).

New generation vehicle programmes are likely to emerge in response
to the continuing convergence of utility and combat vehicle
requirements. Nearterm MRAP requirements are expected to evolve
in two directions. Medium Mine Protected Vehicle (MMPV) is the US
Army programme of record for future MRAP-like requirements, while
the proposed Joint Light Tactical Vehicle (JLTV) programme is likely
to involve the application of advanced new technologies to achieve

a range of three types of light to medium vehicles of comparahle
size and mass to the lightweight High Mobility Multipurpose Wheeled
- Vehicles (HMMWYV) in use by the American military (see figure 3).

" The requirements for the JLTV wiil apply lessons learned by the US
military for survivable, combat-ready utility vehicles, as have been
demonstrated with up-armoured HMMWVs and MRAPs. BAE Systems
is approaching the JLTV requirement through the formation of two
entirely separate teaming arrangements.

Demand for a new class of utility vehicle which incorporates the mobhility
of wheeled utility vehicles with the survivability of tracked combat vehicles
has led to the development of mine protected wheeled vehicles.

BAE Systems’ land systems strategy and key acquisitions have ensured

it is a leading player in this key growth area.

US MRAP orders (%)

BAE Systems has been
awarded contracts for
approximately one-third of
the c. 12,000 MRAP vehicles
ordered in the US.

RG33

Caiman

In addition, the business has
received contracts for over
1,000 mine protected vehicles
in other markets.

® BAE Systems
© Others

Figure 2

Wheeled utility vehicle route map

BAE Systems has developed its land systems strategy at a time of significant
growth in activity. Production of FMTV (Family of Medium Tactical Vehicles) has
increased and MRAP vehicles have been in demand throughout 2007. This is
likely to continue in the short term with MMPVs and JLTVs likely to become
the focus. BAE Systems currently has two distinct ILTV bids underway.

MRAP
RG33
Caiman
RG31

Up-armour programiy

Previous Now Future

® BAE Systems
O Others
® Subject to competition

Figure 3
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Case study two

Delivering benelits
)yarthered support

from

Tornado support roadmap

Business portfolio actions (addressed in this case study)

Grow UK Grow in the Grow global
through-life Kingdom of support
businesses Saudi Arabia

- BAE Systems and its predecessor companies have
developed extensive support capability in the Kingdom
of Saudi Arabia over several decades

- Pilot projects launched within the UK based on this
experience realised significant cost and efficiency benefits

- BAE Systems' partnering approach took a significant step
forward in 2006 with the UK Tornado support programme

— The partnered support mode! is being developed for other
projects and in other markets, such as Australia

In response to customer demands BAE Systems has developed

a partnered support approach which is providing cost savings and
efficiencies for customers while developing a substantial and
profitable stream of business for the Group.

For several decades BAE Systems and its predecessor companies
have been developing a deep relationship in support of the armed
forces in Saudi Arabia, principally the Royal Saudi Air Force. This highly
successful relationship has provided a basis on which to develop
support solutions programmes into other markets, most notably

with the armed forces in the UK.

Imitial pilot projects were established, identifying components of
the UK's military aircraft fleet where industry could bring enhanced
efficiency to the management of parts, repair and overhaul. In an
environment of severe cost restraint the benefits quickly became
apparent, delivering reduced costs together with the operational
benefit of enhanced availability.

Progressively, BAE Systems’ deeper involvement in support of the Royal
Air Force {(RAF} has been expanded across larger airframe assemblies
and sub-systems leading to contracts to manage the maintenance and
support of whole aircraft fleets. A combined maintenance and upgrade
facility was established at RAF Cottesmore for the UK'’s Harrier fleet,
co-locating the RAF and Royal Navy engineering activities with those

of BAE Systems.

The similar concept now in place for the larger fieet of Tornado aircraft
in the UK enabled aircraft down-time for maintenance to be optimised
to facilitate modifications and systems upgrade to take place
concurrently. Combined maintenance and upgrade has reduced
traditional maintenance manhours by 50%. Highlighting the success of
this programme, the UK government's National Audit Office reported in
2007 that these arrangements had contributed to savings of £1.3bn
over the past five years on Tornado support, with a 51% reduction in
Tornado flying hour costs.

i Inltial pllot contracts
{ Spares and
i component support

BAE Systems' UK Tornado support programme is a key example of how the
Group is meeting customer demands for 'through-ife’ capability and support.
Initially the Group piloted projects with the UK military aircraft fleet, which
have now culminated in the Tornado ATTAC programme. This model can now
be followed for other projects both within the UK and other export markets.

i Throughlife
support contract
{ Whole aircraft

{ support

i Avallability contract
1 ATTAC

; Tornado weapon

i system availability

i Future avallabllity
{ contract opportunities

TJornado support rEa&map

® BAE Systems contracts
O Possible future BAE Systems contracts

At the end of 2006 the Group’s partnership approach to supporting
the UK's armed forces took a further major step forward with the
signing of the ATTAC (Availability Transformation: Tornado Aircraft
Contract) agreement. ATTAC is potentially worth £1.5bn and includes
or-aircraft maintenance of the Tornado GR4 aircraft fleet, spares
support, technical support and training. Under the ATTAC agreement,
BAE Systems has taken responsibility for deep support at

RAF Marham and combines this with a capability development and
sustainment service as a structured and cost-effective approach

to inserting new capability into the aircraft, so as to maintain its
war-fighting effectiveness throughout its service life. ATTAC is an
availability contract where BAE Systems is responsible for ensuring
the required aircraft, at an agreed capability, are provided to the
front-ling when they are required.

Similar opportunities exist across a number of areas, including new
platforms such as Typhoon and those due to enter service, such as

the MRA4 Nimrod. In addition, similar partnered support arrangements -

are heing developed across the UK's armoured fighting vehicle flieets
and in UK naval support.

16 www.baesystems.com



Case study three

A home market strategy in
the Kingdom of Saudi Arabia

Kingdom of Saudi Arabia programme evolution

Business portfolio actions (addressed in this case study)

Grow in the Grow global
Kingdom of support
Saudi Arabla

— Moving from an export programme to a home market
— Focus on investment and training within Saudi Arabia

Saudi Arabia has been an important market for BAE Systems for a
number of decades. The Group continues to strengthen this market
relationship, creating new opportunities for the future and the
development of Saudi Arabia as a home market.

BAE Systems can trace the roots of its relationship with the Kingdom
of Saudi Arabia back through its predecessor companies to the supply
of Lightning and Strikemaster aircraft in the late 1960s. The initial
aircraft deliveries were followed by the provision of extensive support
arrangements. In 1985 agreement was reached between the UK
government and the Kingdom of Saudi Arabia for a substantial
enhancement to the capability of the Royal Saudi Air Force (RSAF)
and Royal Saudi Naval Forces (RSNF) through the purchase of Tornado
aircraft and associated training systems and support, and supply of
ships. As with the Lightning programme, Tornado was initially a UK
export programme supported by a large expatriate workforce.

Over time, BAE Systems and the RSAF have worked to substantially
increase the number of Saudi nationals employed on the programme.
Well-trained and highly skilled Saudi nationals have progressively
replaced a high proportion of the expatriate workforce and the
capability to undertake major maintenance and upgrade activity has
been established in Saudi Arabia. The Group employs approximately
2,300 Saudi nationals. BAE Systems has made significant
investments into Saudi Arabia, both in new facilities for its people and

~in companies through which aerospace work is undertaken in support

of the programme. The Group's commitment to Saudi Arabia as one
of its key home markets includes the recent relocation of the

- divisional management team to the Kingdom.

In December 2005 the UK government and the Kingdom of Saudi
Arabia signed an agreement to modernise the Saudi Arabian armed
forces. This programme, Salam, includes the supply of Typhoon
aircraft, a contract for which was signed in 2007. Importantly, the
agreement sets out a plan that will further enhance both Saudi
Arabia’s indigenous capability and BAE Systems’ position as a major

- constituent of the Saudi Arabian defence industrial base and a major

local employer. Further investment in industrial facilities is already
underway to facilitate the modernisation of the RSAF and support the
introduction of Typhoon aircraft under the Salam programme.

BAE Systems' relationship with Saudi Arabla can be traced back to the
late 1960s through its predecessor companles, Today this has developed into
a successful home market with the Salam programme to supply

Typhoon aircraft signed in 2007,

Aircraft export sale

Integrated defence capability

British Alreraft Corporatigy
Lightning, Strikemaster

Britlsh Aerospace
Tornado, Hawk

Industrialisation

BAE Systems
Typhocn
1970 1980 1990 2000 2010 2020

2030

Saudi Arabla

BAE Systems' home market strategy In
Saudl Arabia 1s focused on the incountry
development of industrial capabillty.
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£ year of continued growth

“These are another set of strong results.
They demonstrate the significant
fundamental strengths and quality
of the business.’

George Rose Finance Director

Results for the year - continuing operations

Salestincreased 14% from £13,765m to £15,710m. Sales in the
full year from the Armor Holdings business, acquired in July 2007,
were £725m. Like-for-like growth, after adjusting for the impact of
exchange translations and acquisitions and disposals, was also
14%. US-led businesses were responsible for 47% of salest and
sales! generated from home markets represented 85% of the
Group total,

EBITA?increased 22% to £1,477m (2006 £1,207m). The growth
includes the benefit of five months trading from the Armor Holdings
business, acquired in July 2007, which contributed EBITA? of £77m
in the year. Transiation of US$ generated results decreased EBITA?
by £47m when compared with 2006. US-led businesses delivered
50% of the Group’s EBITA?,

Return on sales (EBITA? adjusted for uplift on acquired inventories
expressed as a percentage of sales) for the Group increased from
8.8% to 9.5%.

Amortisation and impairment
The impairment charge of £148m includes £145m in respect of the
goodwill associated with the Group’s Insyte business.

Order book!increased to £38.6bn, primarily on the award of the Saudi

Typhoon contract, MRAP orders and the acquisition of Armor Holdings.

Net finance costs?

Financial income, including the Group's share of the finance costs

of equity accounted investments, was £93m (2006 £174m financial
expense). The underlying net interest charge of £38m (2006 £157m)
was offset by a net credit of £131m (2006 increased hy a net charge
of £17my} arising from pension accounting, marked-to-market
revaluation of financial instruments and foreign currency movements.

Finance costs were reduced in 2007, primarily as a result of the
benefit of the October 2006 Airbus net disposal proceeds {£1.2bn).

Underlying interest cover based on EBITA? increased from 7.7 times
to 39 times.

Taxation
The Group's effective tax rate for continuing operations for the year
was unchanged from 2006 at 26%.

Earnings per share
Underlying earnings® per share from continuing operations for 2007
increased by 30% to 31.0p.

Basic earnings per share, in accordance with IAS 33 Earnings per
Share, from continuing operations, increased by 31% to 26.0p
(2006 19.9p).

Dividend

The Board is recommending a
final dividend of 7.8p per share
(2006 6.9p), bringing the total 15
dividend for the year to 12.8p
per share (2006 11.3p}, an
increase of 13.3%.

Dividend {pence per share)

The proposed dividend is covered
2.4 times by earnings® from
continuing operations (2006 2.1
times), which is consistent with
the Group’s policy of growing the
dividend whilst maintaining a
long-term sustainable earnings
cover of approximately two times.

03 04 05 06 OF
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Summary income statement - continuing operations

2007
Sales? 15,710 13,765 §
EBITA? 1,477 1,207 ;
Amortisation (149) (105) 8
R |
Impairment (148) (34) ¢
Net finance costs? 93 (174) 3
i 3
Taxation expenset (373) (248) =
Profit for the year 900 646
Basic earnings per share 26.0p 19.9p 7
Underlying earnings? per share 31.0p 23.8p &
Dividend per share 12.8p 11.3p é;'
(1)
Business group summary
2007 20065
Cash Cash inflow/
Salest EBITA? inflow*  Order book? Sales? EBITA? foutllowy*  Order book!
. £m im £m £bn Em £m £m £bn
| Electronics, Intelligence & Support 3,216 429 302 3.5 4,007 429 273 34 @
Land & Armaments 3,538 312 10 73 2,115 168 137 49 ¥
Programmes & Support 5,327 456 807 209 4,615 342 449 17.0 §
International Businesses 3,359 435 678 79 3,428 415 171 7.4 %
2
HQ & Other Businesses 243 (155} 181 0.4 295 (147) {225) 03 g
16,383 1,477 1,978 40.0 14,460 1,207 805  32.7 §,
Intra-group (673) - - (1.4) (695) - - (1.0) S
Discontinued businesses - - - - - - (23) -

15,710 1477 1,978 386 13,765 1,207 782 31.7

1 including share of equity accounted investments

2 earnings before amortisation ang impairment of intangible assets, finance costs and
taxation expense

3 earnings excluding amortisation and impairment of intangible assets, non<ash finance
movements on pensions and financia! derivatives, and uplift on acquired inventories
{see note 10 to the Group accounis}

4 net cash inflow/{outflow) from operating activities after capital expenditure {net) and
financial investment, and dividends from equity accounied investments

5 restated following changes to the Group’s organisational structure
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Reconcillation of cash inflow from operating activities to net cash The resulting operating business cash inflow of £1,978m (2006 £782m)
2007 2006  gave rise to free cash inflow, after interest, preference dividends and
= — £m Lg taxation, of £1,801m (2006 £490m).
ash inflow from operating activities 2,162 77

o . .

S Capital expenditure (net) and financial On 31 July 200?. the Group acquired Armor Holdings, ch: _for $4.5bn

e N (£2.2bn) excluding fees. Net cash outflow from all acquisitions and

= nvestment (262) (181} Gisposals was £2. 112m

@ Dividends received from equity accounted P ' )

3 investments 78 145  Inthe period, 33 million shares were purchased under the buyback

8., Operating business cash flow 1978 782  programme announced in October 2006. The cash outflow in respect

T Interest and preference dividends (65) (207) of this programme was _£152m in tr_\e period. In N!ay, £750m, before

©  Taxation 112) (85) costs, was raised following the placing of new ordinary shares to part

g Free cash iow 1801 290 finance the proposed acquisition of Armor Heldings, Inc.

g Acquisitions and disposals (1,574) 1,330  Conversion of the outstanding 260 mill!on 7.75p {net) cumulative

2 Debt acquired on acquisition of subsidiary (538) - :Sgg:f glfir?;:];er?g?:rs::ere:hg]rfsorcii\lr?: r{izzatfzrﬁ?cc:‘;ig]ii oent
1ssue/(purchase) of equity shares 603 {71) reported cash of 52 a5m - Bving
Equity dividends paid {(396) (346) '

Dividends paid to minority interests 1) - The Group's net cash at 31 December 2007 was £700m, a net inflow
Preference share conversion 245 6 of £265m from the net cash position of £435m at the start of the year.
-n Other non-cash movements 57 {11) Retirement benefit obligations
g‘ Foreign exchange 36 323  The movement in retirement benefit obligations during the year was
2 Movement in cash on customers’ accounts 32 (9) as follows:

2 £m

= 265 1,712 — -

&  Opening net cashy/(debt) as defined by the Group 435  (1.277) gEﬁC“ in defined benefit pension plans at 1 January 2007 ‘3';2;)

s Closing net cash as defined by the Group 700 435 ecrease in liabilities due to changes in assumptions

®  Analysed as: Actual return on assets below expected returns {156)

&  Term deposits -~ non-<current - 4  One-off contributions 7%
Term deposits — current 164 503  Recurring contributions over service cost 214
Cash and cash equivalents 3,062 3,100  Transfers arising on acquisitions (22) |
Loans - noncurrent (2.197) (2,776)  Other movements 104 i

Loans - current (283) (308)] Deficit in defined benefit pension plans

Overdrafts - current (16) (26) at 31 December 2007 {1,999
Loans and overdrafts — current (299) (334) US healthcare plans (21) |
Cash on customers’ accounts Total IAS 19 deficit (2,020)

o {included within trade and other payables) (30) (62) Allocatgq to.equity accounted investments and other .

Z  Closing net cash as defined by the Group 700 435 participating employers 450

a . ] ) Group’s share of IAS 19 deficit at 31 December 2007 {1,570}

g 6 _t:ash on custornelrs acco.untrrs therunexpencled cash received from customers

& o Z?;igcse‘::;:ﬁ:: o which Is subject to advance payment guarantees unrelated Following higher regular contributions and an increase in real discount

s rates partly offset by lower than expected investment returns and the

2. Cash flows adoption of new mortality tables, the Group’s share of the pension deficit

=) : . e

3 Cashinflow from operating activities was £2,162m (2006 £778m), decreased to £1,570m from £2,428m at 31 December 2008 after

&  which is after £76m (2006 £441m) special contributions to the UK allocations to equity accounted investments and other participating

8 pension schemes. employer companies.

There was an outflow from net capital expenditure and financial A net deferred tax asset of £5622m is disclosed in note 8 to the Group
investment of £262m (2006 £141m}. accounts relating to the above deficit.

Dividends from equity accounted investments, primarily MBDA, Gripen Further disclosure on the above is provided in note 22 to the
International, Eurofighter and Saab, amounted to £78m. Group accounts.

Exchange raies
The principal exchange rates impacting the Group are as follows:

2007 2006
£/€ — average 1.461 1.467
£/% - average 2.002 1.844
£/€ — year end 1.361 1.484
£/% - year end 1.988 1.957
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Treasury policy

The Group’s treasury activities are overseen by the Treasury Review
Management Committee (TRMC). Two executive directors are
members of the TRMC, including the Group Finance Director who
chairs the Committee. The TRMC also has representatives with legal
and taxation expertise.

The Group operates a centralised treasury department that is
accountable to the TRMC for managing treasury activities in accordance
with the framework of treasury policies and guidelines approved by

the Board. It is an overriding policy that trading in financial instruments
for the purpose of profit generation is prohibited, with all financial
instruments being used solely for risk management purposes.

- Other key policies are:

‘ - to maintain a balance between continuity of funding and flexibility
through the use of borrowings with a range of maturities, currencies
and fixed/fleating rates of interest reflecting the Group risk profile;

- to maintain adeguate undrawn committed borrowing facilities;

— to mitigate the exposure to interest rate fluctuations on borrowings
and deposits by utilising interest rate swaps, interest rate options
and forward rate agreements; and

- to hedge all material firm transactional exposures, unless otherwise
approved as an exception by the TRMC, as well as to manage
anticipated economic cash flows over the medium term.

Within this policy framework the treasury department’s principal
responsibilities are:

- to manage the Group’s core funding and liquidity;
— to manage exposure to interest rate movements;
- to manage exposure to foreign currency movements;

— to controt and monitor bank credlit risk and credit capacity utilisation;
and

—to manage the Group‘s‘ relationship with debt capital market investors,
banks and rating agencies.

The treasury department transacts with an extensive range of
counterparty banks and financial institutions, and adopts a systematic
approach to the control and monitoring of counterparty credit risk.

A credit limit is allocated to each counterparty with reference to its
relevant credit rating. For internal credit risk purposes, all transactions
are marked-to-market and the resultant exposure is allocated against
the credit limit,

The Group, through its internal audit department, monitors compliance
against the principal policies and guidelines (inctuding the utilisation
of credit) and any exceptions found are reported to the TRMC.

Further disclosure on financial instruments is set out in note 32 to the
Group accounts.

The following charts illustrate the underlying performance of the Group, identifying separately the impact of currency and the acquisition of

Armor Holdings.

EBITA? - continuing operations (Em)

1600
1200 N |
5890 ...
400
0
2006 Currency  Perfarmance Armaor 2007
translation

Underlying earnings?® per share - continuing operations
{pence per share)

BB e eees e eusarss s e 1 AR R e e

Pance per share

2006 Currency EBITA  Finance cosls  Armor 2007
translation (ex-Armor)  reduction {net}
{ex-Armor)

2 earnings before amortisation and impairment of intangible assets, finance costs
and taxation expense

3 earnings excluding amortisation and impairment of intangible assets, non-cash
finance movements on pensions and financial derivatives, and uplift on acquired
fnventories {see note 10 to the Group accounts)
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Capital structure

The Group funds its operations through a mixture of shareholders’
funds and horrowing facilities, including bank and capital market
horrowings. All the Group's material borrowings are arranged by the
central treasury function and funds raised are lent onward to operating
subsidiaries as required. The Group's objective is to ensure the
continuity of competitively priced funding by borrowing from a range

of markets and spreading the maturity dates of the various facilities.

Details of the Group's debt are included in note 20 to the Group
accounts. During 2007, the U5$200m Bond and the Eurofighter
GmbH loans were repaid. No new tong or medium-term debt was
raised during the year. It remains the Group's intention to ensure

the business is funded conservatively and to be proactive in
accessing the bank and capital markets in achieving this aim.
Liquidity

Strong cash generation in recent years and a prudent financing
strategy has resulted in the Group currently being well positioned

to withstand the credit crisis in the bank and capital markets. The
Group had cash and short-term investments at 31 December 2007 of
£3,226m (20086 £3,603m}. This, together with an undrawn committed
Revolving Credit Facility (RCF) of £1.5bn {which is syndicated amongst
the Group's core relationship banks), is available to meet any general
corporate funding requirement. The RCF provides standby funding for
the Group's US Commercial Paper programme which is not currently
utilised. The RCF was contracted originally for five years until 2010,
However, it has been extended by two one-year extension agreements
until 2012, although the available amount for the final year has been
reduced from £1.5bn to £1.3bn. The RCF remained undrawn
throughout the year.

Since the start of the credit crisis in the summer of 2007, the Group
has adopted a more conservative approach to the investment of its
surplus cash, with money market deposits being placed with relatively
stronger financial institutions for shorter periods. Bank counterparty
credit risk is monitored closely on a systematic and ongoing basis,
taking account of the size of the institution, its credit rating and its
credit default swap price.

Generally, excluding the impact of acquisition or disposal financing, the
net cash/debt of the Group is driven by operational performance, the
level of receipts on the major contracts and the performance of the
equity accounted investments. Histarically, the net cash/debt position
of the Group is usually at its best at the year end.

Insurance

The Group operates a policy of partial self-insurance, with the majority of
cover placed in the external market. The Group continues to monitor its
insurance arrangements to ensure the quality and adequacy of cover.

Credit rating

Three credit rating agencies, Moody’s Investors Service, Standard
and Poor's Ratings Services and Fitch's Investors Service, publish
credit ratings for the Group. During the year Standard & Poor's
improved their rating to 88B+ and all three maintained the outlock
for their rating as stable.

As at 31 December 2007, the Group's long-term credit ratings
provided by these agencies were as follows:

Rating agency Rating Outlook Category
Moody's Baa2 Stable Investment grade
Standard & Poor's BBB+ Stable Investment grade
Fitch BBB Stable Investment grade

The Board continues to view the maintenance of an investment
grade credit rating as important to the efficient operation of the
Group's activities.
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Critical accounting policies

The Group's significant accounting policies are outlined in note 1 to
the Group accounts (page 94). Not all of these significant accounting
policies require management to make difficult, subjective or complex
judgements or estimates.

The following is intended to provide an understanding of those policies
that management considers critical because of the level of complexity,
judgement or estimation involved in their application and their impact

on the consolidated financial statements. These judgements involve
assumptions or estimates in respect of future events, which can

vary from what is anticipated. However, the directors believe that the
consolidated financial statements reflect appropriate judgements and
estimations and provide a true and fair view of our financial performance
and position over the relevant period.

Contract revenue and profit recognition

The majority of the Group's defence activities are conducted under long-
term contract arrangements and are accounted for in accordance with
International Accounting Standard 11 Construction Contracts (IAS 11).
Revenue is recognised on such contracts based on the achievement of
performance milestones. No profit is recegnised on contracts until the
outcome of the contract can be reliably estimated.

Profit is calculated by reference to reliable estimates of contract revenue
and forecast costs after making suitable allowance for technical and
other risks related to performance milestones yet to be achieved.

Owing to the complexity of many of the contracts undertaken by the Group
the cost estimation process requires significant judgement and is based
upon the knowledge and experience of the Group’s project managers,

~ engineers, finance and commercial professionals and using the Group’s

contract management processes. Factors that are considered in
estimating the cost of work to be completed and ultimate profitability
of the contract include the nature and complexity of the work to be
performed, availability and productivity of labour, the effect of change
orders, the availability of materiais, performance of subcontractors and
availability and access to government-furnished equipment.

Cost and revenue estimates and judgements are reviewed and updated
at least quarterly and more frequently as determined by events or
circumstances. When it is probable that total contract costs will exceed
total contract revenue, the expected loss is recognised immediately as
an expense. Contract costs comprise directly attributable costs including
an allocation of direct overheads. Indirect overheads are only regarded
as contract costs when their recovery is explicitly allowed for under the
terms of the contract. Indirect costs are otherwise treated as a period
cost and are expensed as incurred. Material changes in one or more of
these estimates, whilst not anticipated, would affect the profitability of
individual contracts.

Where goods are supplied under arrangements not considered to
represent Construction Contracts, as defined by 1AS 11, sales are
recognised when the significant risks and rewards of ownership
have been transferred and the related revenue and costs can be
measured reliably.

Where services are rendered, sales are recognised when the stage of
completion of the services and the related revenue and costs can be
measured reliably.

Additional details concerning the Group’s revenue recognition policy are
in note 1 to the Group accounts.

Retirement benefit plans
The Group accounts for post-retirement pension and healthcare plans
in accordance with 1AS 19 Employee Benefits (IAS 19).

For defined benefit retirement plans, the cost of providing benefits is
determined periodically by independent actuaries and charged to the
income statement in the period in which those benefits are earned

by the employees. Actuarial gains and losses are recognised in full

in the period in which they occur and are recognised in the statement
of recognised income and expense. Past service cost is recognised
immediately to the extent the benelits are already vested, or otherwise
is amortised on a straight-line basis over the average period until the
benefits become vested.

The retirement benefit obligations recognised in the balance sheet
represent the present value of the defined benefit obligation as adjusted
for unrecognised past service cost and as reduced by the fair value of
plan assets.

The main assumptions made in accounting for the Group's post-
retirement plans relate to the expected return on investments within

the Group’s plans, the rate of increase in pensionable salaries, the rate
of increase in the retail price index, the mortality rate of ptan members
and the discount rate applied in discounting liabilities. For each of these
assumptions there is a range of possible values and, in consultation with
our actuaries, management decides the point within that range that most
appropriately reflects the Group's circumstances. Small changes in these
assumptions can have a significant impact on the size of the deficit
calculated under IAS 19.

The Group has allocated an appropriate share of the pension deficit

to its equity accounted investments and to other participating
employers using a consistent and rzasonable methed of allocation
which represents, based on current circumstances, the directors' best
estimate of the proportion of the deficit anticipated to be funded by
these entities. The Group’s share of the pension deficit allocated to the
equity accounted investments is included on the balance sheet within
equity accounted investments.
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The valuing of assets and liabilities at a point in time rather than
matching expectations of assets and liabilities over time has no
impact on short-term cash contributions to the pension plans.
These funding requirements are derived from separate independent
actuarial valuations.

Additional details concerning the Group's retirement benefit plans
are given in note 1 and note 22 to the Group accounts.

Intangible assets

In accordance with International Financial Reporting Standard 3
Business Combinations {IFRS 3), goodwill arising on acquisition of
subsidiaries is capitalised and included in intangible assets. Goodwill
on acquisitions of joint ventures and associates is included in equity
accounted investments. IFRS 3 also requires the identification of other
acquired intangible assets. The techniques used to value these
intangible assets are in line with internationally used models but do
require the use of estimates which may differ from actual outcomes.
Future results are impacted by the amortisation period adopted for
these items and, potentially, any differences between estimated and
actual circumstances related to individual intangible assets.

Goodwill is not amortised but is tested annually for impairment and
carried at cost less accumulated impairment losses. The impairment
review calculations require the use of estimates related to the future
profitability and cash-generating ability of the acquired business.
Additional details concerning the Group's treatment of intangible assets
and impairment reviews are given in note 1 to the Group accounts.

Regional Aircraft valuations

The Group holds a number of regional aircraft on its balance sheet.
These aircraft are leased to airline operators, In addition, the Group has
provided residual value guarantees (RVGs} in respect of certain regional
aircraft sold. The aircraft held on balance sheet are subject to regular
impairment testing. During the year the anticipated aircraft values were
reassessed to a value based on their contracied rental inflows plus a
residual value determined by the aircraft type and age. Provisions related
to the RVGs are measured as the difference between amounts payable
to customers and the estimated fair value of the aircraft. The estimated
fair value of those aircraft is made on the same basis as for the aircraft
held on balance sheet.

Much of the leasing business was underpinned by the Group’s Financial
Risk Insurance Programme, which makes good shortfalls in actual lease
income against originally estimated future income for a 15-year period
from 1998 to 201.3. Since 2006, BAE Systems and certain of the
reinsurers have been in dispute over several areas of the policy. During
2007, agreement was reached with almost all the reinsurers and
settlements have been paid by them based on the net present value

of estimated future claims. Arbitration proceedings now continue with
only one reinsurer, Additional details concemning these arrangements
are contained in the Risk management and principal risks section on
page 49 of this report.

The Group has granted RVGs in respect of certain aircraft sold of which
£134m remains outstanding (2006 £191m). It is considered that the
Group's net exposure to these guarantees is covered by the provisions
held, an a net present value basis, and the estimated residual values of
those aircraft. Additional details concerning this are given in note 24 to
the Group accounts.
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The Board uses a range of financial and non-
financial performance indicators, reported on a
periodic basis, to monitor the Group’s performance
over time. These include:

To measure growth:

To measure financial performance:

Order intake (Ebn) +33%

2007: £21.2bn
2006: £15.9bn

04 05 06 o7
Order intake represents the value of funded orders received from customers
In the period.

Underlying EBITA! (Em) 2007: £1,489m +23%

2006: £1,207m

D e e e bR e s s e

04 05 06 o7
Underlying EBITA? is used by the Group for Internal performance analysis
as a measure of operating profitability that is comparable over time.

Order book (Ebn) +22%

2007: £38.6bn
2006: £31.7bn

05 06 a7
Order book represents the balance of unexecuted, funded orders received
from customers.

2007: 9.5%
2006: 8.8%

Return on sales (%)

[¢7.) 05 06 o7
Return on sales represents underlying EBITA? divided by sales, expressed

as a percentage.

Sales (£bn) 2007: £15.7bn

2006: £13.8bn

+14%

04 05 06 o7
Sales represents the amounts derived from the provision of goods
and services, and includes the Group's share of the sales of equity
accounted Investments.

QOperating business cash flow (£Em) 2007: £1,978m +153%

2006: £782m
2B00, et tasts e beat oAb AP EAR AR TR SRR 288 RS e
2000 ...
1390t
1000 ...
500

04 05 06 07
Operating business cash flow represents net cash flow from operating
activities after capital expenditure (net) and financial investment and
dividends from equity accounted investments,

Further explanation of many of these Group financial KPls for the years ending 31 December 2007 and 2006 are included within the Financial

review, together with information on underlying earnings per share — a metric used alongside underlying EBITA? to communicate underlying
performance. Individual business group financial KPIs are included within the Business group reviews on pages 27 to 36.

1 Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense adjusted for the uplift on acquired inventories. The directors consider this
measure more appropriate to assess the ongoing performance of the acquired businesses, For 2007, this adjustment was £12m (20086 .Enil).
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In addition to the above, long-term contracts are managed through the
application of mandated business processes. These processes include
the reporting of the following metrics:

— Programme Margin Variation (outturn projections of and movements
in margin of key customer-funded projects): to provide an indicator
of our ability to effectively manage major programmes;

— Schedule Adherence (on time achievement of key milestones):
to measure how well we are performing against our stated key
contract commitments;

— Customer Satisfaction (customer opinions on key customer-funded
projects}: to provide an opportunity for the customer to share
information on perceived performance levels and identify areas
of strength and weakness; and

- Lifecycle Management (LCM) Application (the application of the
core process BAE Systems uses to manage its projects): to provide
assurance that we are applying a structured approach to managing
the Group's projects.

These metrics are consistently used by the Board to provide oversight
of contract performance. These metrics can only be fully interpreted
and understood on a contract by contract basis.

The Board recognises its responsibilities to the Group's shareholders,
employees, customers and suppliers, the wider community and to the
environment, The following indicators are used by the Board, either
directly or through the Corporate Responsibility Committee, to monitor
the application of mandated policies with the objective of meeting the
Group’s responsibilities in these areas:

- Health and safety management (injuries and lost days): to minimise
risk to our employees and our operations and drive continual
performance improvement (see opposite and page 39);

- Environment (energy use, waste generation and greenhouse gas
emissions): to ensure operational efficiency, regutatory compliance
and minimising environmental impact (see page 40);

— Ethics {(number of issues raised and investigated): to demanstrate
that employees are aware of our ethical standards and that issues
or concerns are being raised and addressed. Also, to measure how
successful our ethics training is in ensuring that all employees are
aware of the Group's ethical standards and policies (see page 39}, and

— Workplace {(employee opinion surveys and demographic information):
to menitor the opinions of our employees as part of the development
of a high-performance culture across the Group and to increase
diversity and broaden the culture to drive innovation and performance
(see page 39).

Directors’ remuneration is linked to a range of measures, including
certain of these financial and non-financial measures. Further
information is given within the Remuneration report on pages 64
to 83 of this report.

The Board continues to adopt a progressive approach in the
development of appropriate Group-wide metrics such that
performance is monitered in a comparable and transparent way.

To measure corperate responsibility performance:

Days recorded lost to work-related injuries (per 100,000 employees)t

12000

9000 rreerere

6000

3000

05 Q6 o7

Days recorded lost to work-related injuries down by 14% to 8,734
(2006 10,204).

2011 target - 2,000 days lost to work-related injuries. We are developing a
four-year plan for improving our safety performance. Initial focus areas include
visible senior leadershlp, establishing specific targets for improvement and
linking safety performance to senior management bonuses. These have

heen Incorporated into sur 2008 leadership objectives (see page 38).

Further information on the Group's safety and environmental
performance is given within the Corporate responsibility review
on pages 37 to 43.
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Our global business is based around our home markets in the US, the UK, Australia, Saudi Arabia,
South Africa and Sweden. These markets have been identified as having a significant and sustained
commitment to defence, and we are already well positioned in their defence industrial base and have
strong customer relationships. We intend to invest and grow in these markets.

Our global business
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Our existing home markets and operating structure

Programmes
& Support

International
Businesses

Other
Businesses*

BoURLIDADY — Modal 510108410

US employses: ‘ — P
44,000
Land &
Armaments
Electronics, —T
Intelligance Electronics,
& Support Intelligence
L International & Su:port
Land & Armaments Businesses / :‘é
s
\ Internatlonal
i d . F"g Businessaes
. == u
q:"-;—/' ' “1.Australla 3
F employees: 2,600 =
=
N i,
a
Land & Armaments EJ.
[11]
South Africa 3
Note: employes numbers employees: 500 e b &
exclude the Group's share : v J =
of equity accounted w
Investments -
:
' BAE Systems
' il
|
e ] UK /Restof Worl
' | | I I
Electronics, intelligance & Support Land & Armaments Programmes & Support Internatlonal Businesses |
%)
g |
1)
j i1 @
=
(=)
-~ Inc. UK/Rest of World 5
5
Electronics, intelligence & Support . Programmes & Support I %
Comprises two operating groups, Electronics & Integrated p2g8 Comprises the Group's UK-based air, naval and p32 &
Solutions and Customer Solutions. underwater systems activities, and the Llntegrated System g
Land & Armaments . Technologies business. .
Comprises businesses in the US, the UK, Sweden and International Businesses p34
South Africa. Comprises the Group's businesses in Saudi Arabia and

Australia, and its interests in the pan-European MBDA joint
venture and Saab of Sweden.

* Other Businesses comprises the regional aircraft asset management and suppont activities, and UK shared services activity,
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The Electronics, Intelligence & Support business
group, with 30,600 employees? and its
headquarters in the US, is a provider of defence
and aerospace systems, sub-systems and services.
It comprises two operating groups: Electronics &
Integrated Solutions and Customer Solutions.

]
Electronics, Intelligence & Support

- Like-for-like organic sales! growth of 7% over 2006
— Return on sales improved to 11%

2007 2006 2005
Salest £3916m £4,007m £3,697m
EBITA? £429m £429m  £324m
Return on sales 11.0% 10.7% 8.8%
Cash inflow® £302m £273m £323m
Order intake! £4,178m £4,311m £3,659m
Order book? £3.5bn £3.4bn £3.5bn

Share of Group EBITA’""26%

- Continued leadership in the provision of electronic warfare systems
- New markets developing for the HybriDrive® propulsion systems

Share of Group saless 2 4%

&

Key points

- Stable demand for ship repair services

Looking forward

2008 should see continued organic growth with an anticlpated part-year
contribution from the proposed acquisition of MTC Technologles.

Profitable growth is anticlpated in the electronic warfare and other defence
and aerospace electronics activities, based on the business' strong legacy
technology and services positions, combined with its continued investments In
key capabilities. Ship repalr activity is expected te remain stable, Growth in the
IT and services businesses Is dependent on the near-term priorities of the US
Department of Defense.

During 2007, Electronics, Intelligence & Suppont achieved EBITA?
of £429m (2006 £429m) on sales! of £3,916m (2006 £4,007m)
and generated operating cash inflow? of £302m (2006 £273m).

In 20086, the return on sales benefited from a £61m pension-related
accounting gain.

In 2007, US$ translations decreased salest and EBITAZ when
compared with 2006 by £296m and £35m respectively,

In August, BAE Systems completed the sale of its Inertial Products
business for $140m (£70m). In December, the Group agreed to sell
its Surveillance and Attack business in Lansdale, Pennsylvania for
a cash consideration of $240m (£121m). Also in December, the
Group announced the proposed $448m (£225m) acquisition of MTC
Technologies, Inc., a company providing technical and professional
services, and equipment integration and modernisation for the US
mititary and intelligence agencies.

Electronics & Integrated Solutions {E&IS)

E&IS designs, develops and produces electronic systems and
sub-systems for a wide range of military and commaercial applications.
The operating group is focused on four primary capabilities: electronic
warfare, commercial and military avionics, flight and engine controls,
and tactical and national network systems.

During 2007, E&IS delivered its 100th F-22A electronic warfare (EW)
system, the first F-35 Lightning Il {Joint Strike Fighter) EW system
and its 1,000th Common Missile Warning System to protect US Army
helicopters and aircraft from heat-seeking missiles. E&IS continued
its role with the US Department of Homeland Security to develop

a commercial version of BAE Systems Directed Infrared
Countermeasures (DIRCM) system, JETEYE™, which seeks

to defeat the threat of shoulderfired anti-aircraft missiles.

The Thermal Weapon Sight (TWS) programme achieved a production
rate of more than 1,500 units per month, surpassing 18,000 total
deliveries by the year end. The microbolometer technology that
underpins TWS was also used to secure important night vision
goggle and remote weapon stations contracts.

E&IS received a contract for the production of 50 fire fielding units of
the Terminal High Altitude Area Defense (THAAD) missile, supporting
the transition to production of this ballistic missile defence system.

Building on its strong legacy in C4ISR* systems, E&IS has begun initial
deployment of its First InterComm™ systemn, which enables emergency
services first responders to communicate more effectively using their
existing radios and frequencies.

The business received an order to build more than 1,000 helmet
assemblies for Typhoon and introduced new helmet-mounted,
heads-up display technology.

BAE Systems' commercial hybrid propulsion business continues to
grow and reveal new opportunities. HybriDrive® propulsion technology

1 inciuding share of equity accounted investments

2 earnings before amortisation and impairment of intangible assets, finance costs and
taxation expense

3 net cash inflow from operating activities after capital expenditure (net) and financial
investment, and dividends from equity accounted investments

4 Command, Control, Communications, Computing, Intelligence, Surveillance and
Reconnaissance

5 before elimination of intra-group sales

6 excluding HQ & Other Businesses

28 www.baesystems.com



is in daily service on more than 1,100 transit buses in the United
States and Canada, and ten prototypes are scheduled to enter the
London bus fleet in 2008. Orders were received for an additional 1,500
systems in 2007 from New York City, Toronto, Ottawa and Houston.

As part of its initiative to integrate commercial and defence
capabilities, E&IS demonstrated the first hybrid electric drive system
for ground combat vehicles as part of the US Army’s Future Combat
Systems (FCS) programme and has developed and demonstrated a
common modular power system to meet the increasing electric power
demand enboard military vehicles.

E&IS continues to focus on through-life product and logistics support
for the US military through its Readiness & Sustainment efforts.

An on-site presence at Warner Robins Air Force Base and Tobyhanna
Army Depot provides a first-hand perspective to forecast and
develop upgrades.

Customer Solutions

Customer Solutions comprises three lines of business: BAE Systems
Information Technelogy (IT); Technology Solutions and Services (TSS);
and BAE Systems Ship Repair.

Customer Solutions integrates communications systems, builds and
maintains precision tracking radars, and is one of the largest service
providers to the US Navy. The business is also a leader in US air and
missile defence systems.

BAE Systems IT capabilities include enterprise-wide managed IT
operations, mission-critical application development and lifecycle
information assurance solutions and analytical services. TSS provides
services and solutions, system and sub-system integration, equipment
sustainment, and operations and maintenance. BAE Systems Ship
Repair is the leading non-nuclear ship repair company in the US
providing conversion and modernisation services principally in the
home ports of the US Navy.

BAE Systems IT operates within the large US government information
technology market and continues te deliver mission-enabling support

to its customers. BAE Systems ranked sixth in Computerworld’s ‘Best
Places to Work in IT’ for 2007. Contract successes include an award as
a prime contractor for the General Services Administration {GSA) Alliant
government-wide acquisition contract, a tenyear, $50bn (£25bn)
multiple award/indefinite-delivery indefinite-quantity {IDIQ} programme
designed to provide full IT lifecycle support services in support of the
US defence, intelligence and civilian government markets. The business
was also awarded a competitive $120m (£60m), five-year contract

to develop applications for the US Department of Labor. A variety of

- contracts were secured by winning re-competes and new business to

provide key services such as network implementation and operation,
and lifecycle software development engineering to the US government.

In 2007, TSS won more than 98% of its re-competes, including
technical support to the US Missile Defense Agency and Federal
agencies, US Air Force range radar depot and engineering support work,

E&IS awarded new multi-year thermal
weapon sight contract by US Army

E&IS's thermal imaging technology enables
soldiers to see deep into the battlefleld in
all weather conditions, both day and night.

Helmet development

BAE Systems has developed new helmet-
mounted display technology, the Q-Sight
family of helmet displays and tracking
products, that addresses a critical warflghtar
need for enhanced situational awareness.

and US Navy communications station operations and maintenance

in Hawaii. TSS expanded into adjacent markets by supporting the US
Army with critical personnel for the global war on terror and by obtaining
the integrator role for the new US Air Force Battle Contral System.

BAE Systems Ship Repair secured a five-year, multi-ship multi-option
contract from the US Navy to maintain and repair all Arleigh Burke-class
destroyers homeported or visiting San Diego, with a total potential value
in excess of $150m (£75m). Ship Repair also secured a three-year
contract from the US Navy for work on three newly commissioned San
Antanio-class amphibious transport dock ships and a contract from the
US Navy for modernisation of the Ticonderoga-class guided missile
cruiser USS Bunker Hill.

BAE Systems Ship Repair

With centinued success in winnhing and
delivering on Its US Navy contracts and mix
of other government and commercial work,
BAE Systems Ship Repalr is building on its
market leading position in US non-nuclear
ship repalr, converslon and modernisation.
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The Land & Armaments business group, with
20,700 employees? and its headquarters in
the US, is a leader in the design, development,
production, through-life support and upgrade

of armoured combat vehicles, tactical wheeled
vehicles, naval guns, missile launchers, artillery
systems and intelligent munitions.

Land & Armaments

— Like-forlike organic sales growth of 41% over 2006
- Post-acquisition sales of $1.5bn from Armor Holdings
- Success in wheeled vehicle market

— Order book growth on core products and urgent
operational requirements

2007 2006 2005
Salest £3,538m £2.115m £1,270m
EBITA? £312m £168m £42m
Return on sales 8.8% 7.9% 3.3%
Cash inflow? £10m £137m £168m
Order intake? £4535m £2,964m £1,541m
Order book! £7.3bn £4.9bn £4.4bn

Share of Group sales* 22% Share of Group EBITA23 19%

Key points

- High volume of vehicle reset and upgrade activity

- UK business returned to profitability

- Wheeled armoured vehicle successes

- Good progress in next-generation combat vehicle programmes

Looking forward

Further organic growth is anticipated in 2008 together with a full year's
contribution from the former Armor Holdings business.

In the near term, US Land & Armaments operations are expected to contlnue
to benefit from operational requirements in fraq and Afghanistan and the
Group’s investment made in the wheeled vehicle market. In the longer term,
the outtook will be dependent on the land sector continuing to be a priority
area of spend for the US and the UK.

UK operations will continue thelr emphasis on performance improvements,
seeking to secure an integrator role on the Future Rapld Effect System (FRES)
programme and on reaching resolution on a mutually beneficial, sustainable
munitions contract with the UK MoD.

The businesses in Sweden and South Africa alm to deliver growth through
both new domestic government business and building on their track record
of securing export orders.

During 2007, Land & Armaments achieved EBITA? of £312m (2006
£168m) on sales! of £3,538m (2006 £2,115m) and generated
operating cash inflow? of £10m (2006 £137m). The 2007 results
showed strong organic growth on core products in addition to success
in winning new business in the mine-protected vehicle market. The
results include five months of operations from the former Armor
Holdings, Inc. business.

At the end of July, BAE Systems completed the $4.5bn acquisition
of Armor Holdings, Inc. This acquisition has enhanced the Land &
Armaments glebal land systems business, most notably in the
increasingly important tactical wheeled vehicle sector, together with
technology in the vital areas of armour and survivability. Sales and
EBITAZ from the acquired business amounted to $1,452m (£725m)
and $155m (£77m) respectively.

United States

During the year, US Army contracts were secured for the refurbishment
and upgrade of Bradley, M88 Hercules improved recovery vehicles and
M113 fighting vehicles totalling $2.3bn (£1.2bn).

As expected, during the first half of 2007, the US Army announced its
intention to terminate the M113 fighting vehicle programme. Sales of
M113 vehicles in 2007 totalled $105m (£52m).

BAE Systems is one of several companies providing the US Army

and Marine Corps with new Mine Resistant Ambush Protected (MRAP)
wheeled vehicles. In February 2007, the US business received an
initial order for 94 MRAP vehicles. Following evaluation and testing,
follow-on awards have been received for 3,485 MRAP vehicles with

a total value of $2.2bn (£1.1bn). MRAP vehicles are produced as
4x4 and 6x6 wheeled vehicles including the Heavy Armed Ground
Ambulance and Special Operation variants. BAE Systems has been
awarded approximately 35% of all MRAP vehicle orders placed to date.

BAE Systems continued to make substantial progress on the Manned
Ground Vehicles of the Future Combat Systems programme. Land &
Armaments delivered the Non-Line-of-Sight Mortar {(NLOS-M) prototype
firing platform in early 2007. Test firing of the Non-Line-of-Sight
Cannon {NLOS-C) continues at the Yuma Proving Ground with the first
pre-production prototype delivery scheduled for May 2008. October
saw the opening of a temporary facility as well as the commencement
of construction for a 150,000 sguare foot NLOS-C integration facility in
Elgin, Oklahoma. The new facility will be adjacent to the US Army Field
Artillery School at Fort Sill and is targeted for completion in early 2009.

Development of the 155mm Advanced Gun System (AGS) and the
Long Range Land Attack Projectile for the US Navy's DDG-1000
programme continues, with design, integration and production awards
secured totalling $386m (£194m). Land & Armaments conducted

a successful interim baseline review in August of AGS and production
is ramping-up at a new production site in Alabama. Land & Armaments
is designing and testing a Vertical Launching System that will enable
the US Navy's DDG-1000 to launch a wide range of missiles.

1 including share of equity accounted investments

2 eamings before amortisation and impairment of intangible assets. finance costs and
taxation expense

3 net cash inflow from operating activities after capital expenditure (net) and financial
investment, and dividends from equity accounted investments

4 before elimination of intra-group sales

5 excluding HQ & Other Businesses
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Land & Armaments is also providing a 57mm medium-calibre gun for
the DDG-1000, the US Navy's Littoral Combat Ship and the Coast
Guard's Deepwater programme,

United Kingdom

The British Army's operations in Afghanistan and fraq have resulted

in numerous urgent operational requirement orders to enhance FV430
and Warrior vehicles and many small and medium-calibre ammunition
orders in excess of £400m.

Full rate production of the M777 lightweight howitzer is on track with
delivery of an initial 151 guns to the US Army completed. An additional
award for 173 guns was received in December. The M777 system has
also been deployed in Afghanistan by the Canadian Army.

Engineering Tank Systems production continues with a total of 33
bridge-laying Titan vehicles and 33 Trojan obstacleclearing vehicles
being delivered to the British Army. The Panther programme completed
Reliability Qualification Testing in August and is scheduled to deliver
408 vehicles by May 2009. The Terrier armoured tractor programme

is experiencing delays and a revised programme baseline is under
discussion with the customer.

In order to provide longterm savings to the customer and deliver a
sustainable munitions business, discussions continue with the UK
MoD aimed at agreeing a revised long-term contractual arrangement
for the Munitions Acquisition Supply Solution.

Land & Armaments continues to compete for the vehicle integrator role
on the Future Rapid Effect System (FRES) programme. BAE Systems

is the UK partner and Design Authority for much of the UK Armoured
Fighting Vehicle fleet.

" Sweden

BAE Systems recelved a funding contract for £24m on the Archer self-
propelled artillery programme demonstrating Sweden and Norway's joint
commitment to continue the final phase of the development programme.

Bradley armoured flghting vehicle ~ T ~
Further contracts for the refurbishrment and
upgrade of the Bradley armoured flghting
vehicle have been secured in the year.

Upgrade contract

The British Army's FV430 Bulldog and
Warrior armoured infantry vehicles will be
upgraded by BAE Systems over the next
two years.

Deliveries of CV8035 armed vehicles to the Netherlands and Denmark
commenced during the fourth quarter of the year, under a multi-year
contract to provide 229 vehicles through to 2010.

In the area of intelligent munitions for artillery and mortar systems, the
155mm Excalibur supplied to the US Army performed well in theatre.

In November, Land & Armaments acquired Pitch Technologies,

an innovative computer-based training and research simulation
technologies company for £5m. The combination of BAE Systems
and Pitch creates a worldlass capability in enterprise-level
simulation interoperability and solutions for training and simulation.

South Africa

The growing international requirement for mine-protected wheeled
vehicles continues to generate new orders for the RG31 and RG32
vehicles built by OMC, Land & Armaments’™ South African subsidiary.
Land & Armaments received an initial award in February 2007 from
the prime contractor, General Dynamics, for the production of 24
RG31 MRAP vehicles for the US Marine Corps. This was followed

by a further order in August for 600 vehicles, of which 305 are being
produced by OMC in South Africa.

Archer

Archer Is the next generation, highty mobile,
self-propelled artillery system for Sweden
and Norway. Archer is scheduled to be
dellvered to the Swedish Armed Forces
starting in 2008,

BAE Systems Annual Report 2007
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The Programmes & Support business group, with
29,100 employees?, comprises the Group’s UK-
based air, naval and underwater systems activities
and the Integrated System Technologies business.

|
Programmes & Support

— Sales! growth of 15%
- Return on sales improved to 8.6%
— Order book! at a new high of £20.9bn

Restated* Restated*

2007 2006 2005

Salest £5,327m £4,615m £4,660m
EBITA? £456m £342m £261m
Return on sales 8.6% 7.4% 5.6%
Cash inflow? £807m £449m £441m
Order intake?! £9,091m £5,178m £4,186m
Order book? £209bn £17.0bn  £16.8bn

Share of Group sales® 33%

&,

Key points

Share of Group EBITAZS 2 8%
- RAF Typhoons now operational
- Full six ship Type 45 destroyer contract awarded

- Launch of tirst of class Astute submarine

- Orders received for second and third Astute Class submarines
- Offshore Patrol Vessel arbitration settled

Looking forward

The future of Programmes & Support is linked to MoD funding in order to meet
current UK armed forces operational requirements and delivery of the Defence
Industrial Strategy.

In the air sector, short-term growth is dependent both upon production execution
and in-service support performance in the UK and on export dellveries.

The naval sector expects the creation of the joint venture, BVT Surface Fleet
Limited. Growth prospects for the joint venture include the UK's Future Carrier
(CVF) programme and the Mllitary Aflcat Reach and Sustainability programme.
The six ship Type 45 programme underpins the business for the next few years.
The Submarines business Is focused on the Astute programme and securing
concept design work on the Future Submarine programme. Securing orders
for Astute Boats 4 to 7 is key in retaining the necessary skill base in order

to design and build the next generation nuclear deterrent submarine.

During 2007, Programmes & Support achieved EBITAZ of £456m
(2006 £342m} on sales! of £5,327m (2006 £4,615m) and generated
an operating cash inflow? of £807m (2006 £449m).

Return on sales benefited by 0.8% arising from one-off gains recorded
in the first half of 2007, including completion of the Offshore Patrol
Vessel arbitration process.

Order intake includes the appropriate work share of the award of the
Saudi Typhoon contract.

Military Air Solutions

Military Air Solutions s responsible for delivering five major
programmes: Typhoon, Hawk, Nimrod MRA4, F-35 Lightning Il

{Joint Strike Fighter), and Autonomous Systems & Future Capability.
In addition, it is responsible for through-life support for these
programmes as well as for the UK’s Rovyal Air Force (RAF} fleets

of Harrier, Tornado, Nimrod MR2 and VC-10 aircraft.

The business made strong progress during 2007; both on delivering
its programme commitments and working in partnership with its
customers to enhance their military capability. Work continues
towards the creation of an air sector Long-Term Partnering Agreement
(LTPA) as envisaged in the Defence Industrial Strategy, published in
December 2005. A foundation contract, setting out the partnering
principles and providing a framework for detailed negotiations, was
agreed in March. This has enabled the Group to generate a shared
view of the business and is helping to direct investment.

Delivery of Typhoon aircraft to the four partner nations continues

with a total of 53 aircraft delivered to the UK and 84 across the other
European partner nations as at 31 December 2007. Five of the 15
contracted aircraft for Austria were also delivered during the year.

In the UK, RAF Typhoons are operational in air defence and Quick
Reaction Alert roles. Discussions to establish long-term integrated
logistics support contracts are progressing well. Tranche 2 aircraft are
now in final assembly with the first delivery planned for 2008. Work
has also commenced on further air-to-ground capability enhancements.

Good progress is being made on development and production of the
UK RAF Hawk Advanced Jet Trainer, where the first production aircraft
is now structurally complete.

On the Hawk contract for India, ten aircraft have been accepted by the
customer during the year. Twenty Hawk aircraft for South Africa have
been delivered, with the remaining aircraft due for delivery in the first
half of 2008. In March, the 200th T-45 Goshawk aircraft was delivered
to the US Navy and the ongoing T-45 production programmes continue
to schedule.

The Nimrod MRA4 aircraft development programme is progressing and
the production programme continues to perform to the contractual
milestones. A Stability Augmentation System has now been embodied
into the aircraft.

1 including share of equity accounted investments

2 earnings before amortisation and impairment of intangible assets, finance costs and
taxation expense

3 net cash inflow from operating activities after capital expenditure (net) and financial

investment, and dividends from equity accounted investments

restated following changes 1o the Group's organisational structure

befere elimination of intra-group sales

excluding HQ & Other Businesses

[ ¢ I
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Partneting

Progress has been made towards
establishing a partnered through-lifa
avaitability support solution for the
RAF Typhoon.

The support contracts for the VC-10 and Nimrod MR2 aircraft continue
and VC-10 fleet maintenance has now been extended to 2013.

The Tornado availability programme, ATTAC, is fully effective and
a contract expansion has been agreed. This increases the scope
of ATTAC to include the remaining areas of the Tornado aircraft.

The Harrier GR9 aircraft has transitioned successfully into service.
Harrier has supported UK military operations with high recognition
for the capability it is providing.

Military Air Solutions is partnered with Lockheed Martin and Northrop
Grumman on the F-35 Lightning Il programme, with responsibility for
the design and manufacture of the rear fuselage, empennage and
delivery of a number of key aircraft systems. Three aircraft variants
are in development; Carrier, Conventional Take-Off and Landing (CTOL)
and Short Take-Off and Vertical Landing (STOVL). The Carrier variant
completed its final Critical Design Review successfully in June and
manufacture and assembly has now commenced. All three aircraft
variants are now in various stages of manufacture and assembly.

Successful trials of a highly autonomous medium-altitude long-
endurance unmanned air system, HERT{, took place in 2007.

The Taranis unmanned combat air vehicle technology demonstration
programme continues on plan and to cost with the first metal cut of
the demonstration vehicle in September. Taranis is a key enabler {0
the UK MoD’s evaluation of future capability requirements.

Incountry flight testing of the first South African Gripen is proceeding
to plan.

Surface Fleet Soltutions

in August, the Type 45 six ship contract was signed, capturing

the remaining scope of work to complete all six destroyers and
establishing a jointly managed risk profile against a robust schedule,
that met the MoD's cost aspirations.

The second and third ships, Dauntless and Diamond, were launched
in January and November 2007 respectively, whilst the first of class,
HMS Daring, commenced sea trials in July.

The final vesse! of the Bay Class Landing Ship Dock {Auxiliary},
RFA Lyme Bay, was handed over to the customer in June — two
maonths ahead of the contract date.

Two of the three ex-Royal Navy Type 23 frigates for the Chilean Navy
completed their reactivation and were delivered to the customer. The
third ship is planned to be handed over to the Chilean Navy in May 2008.

The CVF programme passed the UK MoD Main Gate Review in 2007,
Contracts for the manufacturing phase are now in the final stages
of negotiation.

The arbitration process in respect of the Offshore Patrol Vessels
was settled and title to all three vessels transferred to the customer
in April 2007.

The naval joint ventures continue to perform to plan., Upon creation
of the new maritime sector joint venture, BVT Surface Fleet Limited,
BAE Systems will sell its share of Flagship Training Limited to VT
Group, and Fleet Support Limited will become wholly owned by BVT
Surface Fleet Limited.

Submarine Solutions

The first of class boat, HMS Astute, was launched in June 2007
and has completed Trim & Basin Trials successfully, The boat is
on schedule for delivery to the November 2008 contracted date.
Construction activities on Boats 2 and 3 are also progressing well.
Agreement of pricing of Boats 2 and 3 was reached and an order
received to allow the start of production on Boat 4,

Integrated System Technologies (Insyte) and Underwater Systems

The Sampson Radar, the Combat Management System and Long
Range Radar programmes for the Type 45 destroyers continue to

meet all key milestones. The first of class radar has been successfully
installed onto HMS Daring.

The Seawolf Mid-Life Update Tracker completed alt of its trials at the
shore-based facility, HMS Collingwood.

The Falcon programme continues to progress to schedule and will
provide the UK Armed Forces with a new tactical communications
network, providing a secure information infrastructure capability.

The Sting Ray lightweight torpedo main production order remains
on schedule with the third batch accepted in October 2007.

The Archerfish mine disposal system has successfully passed initial
qualification trials as the Common Neutraliser for sea mines with the
US Navy.

Talisman, the company-funded Unmanned Underwater Vehicle, has
been developed further, reducing the size, unit cost and the underwater
drag while retaining the payload capacity. It has undertaken exercises
with the US Nawy.

Type 45

The first of class Type 45, HMS Daring,
successfully completed her stage one sea
trials on schedule in August 2007.

BAE Systems Annual Report 2007 a3
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The International Businesses business group,

with 15,300 employees?, comprises the Group’s
businesses in Saudi Arabia and Australia,
together with a 37.5% interest in the pan-European
MBDA joint venture and a 20.5% interest in Saab
of Sweden.

|
International Businesses

— Sales! increased by 1%, net of 2006 Atlas disposal
- Return on sales increased to 13.0%

— Cash flow® generation of £678m, including Saudi
Typhoon milestones

Restated? Restated*

2007 2006 2005

Sales? £3,359m £3,428m £3,138m
EBITA? £435m £415m £400m
Retum on sales 13.0% 12.1% 12.7%
Cash inflow? E£678m £171m £711m
Order intake! £3876m £3,854m £3,235m
Order book? £7.9bn £7.1bn £6.7bn

Share of Group sales® 2 1% Share of Group EBITA28 27%

Key points

- Saudi Typhoon contract secured

- Investment in the Kingdom of Saudi Arabia continues

- Down-selection for the provision of vehicles for the Australian Defence Force
- Proposed acquisition of Tenix Defence announced in January 2008

Looking forward

The Group seeks to sustain its long-term presence in the Kingdom of Saudi
Arabia through delivering on current support and Investment commitments,
and developing new business, and to reinforce its business In Australia as
throughdife capability partner to the Australian Defence Force, including land
sector support.

in January 2008 the Group announced its proposed acquisition of Tenix Defence
which will, on completion, be integrated with BAE Systems’ Australian operations.

During 2007, International Businesses achieved EBITA? of £435m
(2006 £415m) on sales? of £3,359m (2006 £3,428m) and generated
an operating cash inflow? of £678m (2006 £171m).

Sales! and EBITAZ? in 2006 included £99m and £2m respectively for
the Atlas Elektronik business that was disposed of in August 20086.

CS&S International

BAE Systems has a major presence in the Kingdom of Saudi Arabia
where it acts as prime contractor for the UK governmentto-government
defence agreement. Over the last two decades the pregramme has
included the provision of aircraft, associated hardware, support,
infrastructure and manpower training for the Royal Saudi Air Force
{RSAF) and Royal Saudi Naval Forces (RSNF). Progress is being made
on modernising the Saudi armed forces in line with the Understanding
Document signed on 21 December 2005 between the UK and Saudi
Arabian governments. Under the terms of the signed document,
Typhoon aircraft will replace Tornado Air Defence Variant aircraft and
others currently in service with the RSAF. A contract for the delivery

of 72 Typhoon aircraft was agreed in the year with delivery of the first
aircraft scheduled for June 2009. Discussions are ongeing with the
RSAF to define and agree the support and training sclutions to enable
their entry into service during 2009.

Around 4,300 people are employed by the Group in the Kingdom

of Saudi Arabia, of whom approximately half are Saudi nationals.

The business is continuing to develop its presence in Saudi Arabia,
including the relocation of staff from the UK, and is helping to develop
a greater indigenous capability in the Kingdom.

The security of employees is the highest priority and progress is well
advanced on new residential and office facilities as well as increased
security measures. Employees are in occupation at the first new
residential compound and office facility.

Through the core Saudi support programme, the business continues
to provide significant support to both the RSAF and RSNF operations
and their operational capability. In particular, steps are being taken
with the RSAF to maintain the capability of the Tornado aircraft while
extending its operational life.

BAE Systems’ investment and support for infrastructure development
in the Kingdom of Saudi Arabia includes the creation of training and
youth welfare programmes.

In December 2007, the first 22 RSAF Tornado Technicians to undertake
a new ‘multi-skilled training programme’, graduated. The programme,
designed in partnership with the RSAF, is aimed at preducing multi-
skilled, rather than single-skilled, aircraft technicians.

BAE Systems also makes valuable contributions to the communities in
Saudi Arabia. Youth sports partnership activities between Saudi Arabia
and the United Kingdom began in 1987 with a formal Memorandum

of Understanding on sports exchange. Since that time, 1,000 Saudi
coaches have successfully undertaken Sports Coach UK qualification

1 including share of equity accounted investments

2 earnings before amertisation and impairment of intangible assets, finance costs and
taxation expense

3 net cash inflow from operating activities after capital expenditure {net) and financial
investment, and dividends from equity accounted investments

4 restated following changes to the Group's organisational structure

5 before elimination of intra-group sales

6 excluding HQ & Other Businesses
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mounted displays, from the Royal Australian Navy for combat and

fire control management systems, from Tenix Marine for combat
management systems on the Australian Navy's landing helicopter dock
class ships and from the Royal Netherlands Army for a Mobile
Battalion Combat Training Centre.

Saab's order book at the end of the year was SEKA47.3bn (£3.7bn)
which included a reduction for the Pakistan airborne surveillance
system being re-negotiated to supply fewer systems than was
originally recorded in 2006.

MBDA (37.5% interest)

MBDA continued to maintain strong deliveries across a number of

key programmes. Key domestic deliveries included the Brimstone air-
launched anti-armour weapon, Mica airto-air missile, Storm Shadow,
SCALP and Taurus cruise missiles, In the export market, key deliveries
Land 121 Project included air weapons packages to Greece and UAE and Aster and

| BAE Systems has been selected by the - . o .
| Australian government as the preferred Rapier short-range air defence missiles. i

| bidder for the next generation of medium and

A0URUIBA0D) — Lodal ,S101934i]

heavy tactical trucks and modular payloads. Development pro_grammes aIsp progres_ses:l well, The six-nation _
| Meteor beyond visual range air-to-air missile continues to meet its
development milestones with the successful completion of the four -
' courses. In addition, nationa team training camps in a range of sports  Key development milestones and a continuing active firing campaign. 3
“have taken place annualiy in both Saudi Arabia and the UK. The Principal Anti-Air Missile System (PAAMS) programme for the 3
Royal Navy is now entering firing trials in preparation for gualification -]
Australla wl:mi]e the tr_i-natioljal MEADS area defence system is preparing for the §
BAE Systems Australia continues to reinforce its position as a through-  Critical design review phase. g
life capability partner to the Australian Defence Force (ADF). Work has  mBDA is leading negotiations towards the Team Complex 2
commenced on the Electronic Support Measures mid-ife upgrade on Weapons strategic partnering agreement under the UK's Defence o
the AP-3C aircraft, and continues under the second five-year support Industrial Strategy.
contract for the Australian Hawk Lead-In Fighter aircraft.
) ) . During 2007 MBDA acquired the German rocket motor company
A five-year support contract, with two five-year oplions, has been Bayern Chemie GmbH, supplier of the ramjet for the Meteor missile.
agreed with the ADF for the ongoing upgrade, operation and support of
the Jindalee overthe-horizon radar. The Nulka active missile decoy has
received export approva! in principle from both the US and Australian
authorities. To date the Nulka active missile decoy has been fitted
to over 100 ships across the Australian, Canadian and US navies.
BAE Systems has recently been down-selected by the Australian w
government to provide medium/heavy capability vehicles to replace g |
the Army's wheeled tactical logistic vehicle fleet, it
(=]
The business is a subcontractor to Boeing on the Wedgetail airborne, g-"
early warning and control system for the Royal Australian Air Force. >
The programme is behind schedule and BAE Systems is engaged g-
jointly with Boeing and the customer to re-baseline the programme. 3
a
Saab (20.5% shareholding) g

Sales rose by 9.5% to SEK23bn (£1.7bn), with export sales
accounting for 65%. Operating income rose to SEK2,607m (£193m),
including non-recurring items of SEK453m (£34m), producing an
operating margin of 11.3%. Although reduced in comparison with
2006, order intake remained strong at SEK20.8bn (£1.5bn}). This
included orders from FMV to upgrade 31 Gripen fighters and helmet

Multi-skllled training for Royal Saudi Air
Force (RSAF)

A new tralning programme has commenced
that will produce the first muitiskifled
Tornado aircraft techniclans for the RSAF,
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HQ & Other Businesses, with 1,800 employees?!,
comprises the regional aircraft asset management
and support activities, head office and UK shared
services activity, including research centres and
property management.

. |
HQ & Other Businesses

— Agreements reached with the majority of reinsurers under
the Group's Financial Risk Insurance Programme

- Regional Aircraft fleet valuation methodology changed

2007 2006 2005
Salest £243m £295m £471m
EBITAZ £0155m  £(147)m £(118)m
Cash inflow/(outflow)? £181m  £(225)m £(79)m
Order intake! £345m £267m £398m
Order book?! £0.4bn £0.3bn £0.6bn

Looking forward

The leasing market for BAE Systems aircraft continues to remain challenging,
with new markets likely to be deminated by higher risk customers. Support
revenues are expected to remain stable but are dependent on maintaining
aircraft in service. Foliowing the charges taken In 2007 against the carrying
value of the assets, future losses are expected to be reduced.

During 2007, HQ & Other Businesses reported a loss of £155m
(20086 loss £147m) on sales! of £243m (2006 £295m) and had an
operating cash inflow? of £181m (2006 outflow £225m). Of this, the
reported loss for Regional Aircraft was £101m (2006 loss £114m)
with operating cash inflow of £175m {2006 outflow £66m).

The reduction in sales when compared with 2006 was due to the
disposal in March 2006 of the Aerostructures business.

During the period the Regional Aircraft leasing team made significant
progress securing leases for 64 aircraft, including Avro RJ Jets to
CityJet of Ireland, Bluel of Denmark and British Airways. The market
continues to be challenging. Compared with last year, revenues
remained stable. A freighter conversion programme for the 148 Jet
was launched after the success of a similar programme for the

ATP fleet.

Much of the leasing business was underpinned by the Group’s
Financial Risk Insurance Programme which makes good shortfalis

in actual lease income against originally estimated future income for
a 15-year period from 1998 to 2013. Since 2006, BAE Systems and
certain of the reinsurers have been in dispute over several areas

of the policy. During 2007, agreement was reached with almost all
reinsurers and settlements have been paid by them based on the net
present value of estimated future claims. Arbitration proceedings now
continue with one remaining reinsurer. Additional details concerning
these arrangements are contained in the Risk management and
principal risks section on page 49.

The Regional Aircraft loss for the year includes net charges of £76m
(2006 £77m) against the carrying value of the assets of the business
of which £61m was taken in the first half year. These charges include
the effect of a change to the Group's aircraft valuation methodology
and will reduce the future depreciation charged on these aircraft.

A gain of £44m was recorded in respect of the disposal of the Group’s
50% interest in the Xchanging Procurement Services and Xchanging
HR Services joint ventures.

A charge of £3bm was taken for an onerous lease provision
following the sublease of two vacated buildings at the Group's
Farnborough site.

-

including share of equity accounied investments

2 earnings before amortisation and impairment of intangible assets. finance costs and
taxation expense

3 net cash inflow/{outflow) from operating activities after ¢apital expenditure {net) and

financial investment, and dividends from equity accounted investments
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Strategy and direction
Cur Group strategy is to deliver sustainable growth in shareholder
value by being the premier global defence and aerospace company.

To achieve sustainable growth we must identify and manage long-term
risks to our business - including non-financial, operational and
reputational risks. As a leading defence company we want to set
standards for our industry in the area of corporate responsibility (CR)
and aspire to reach the standards set by companies in other sectors.
As a global business we must ensure our approach is applied
consistently across all of our operations, worldwide,

The Executive Committee met in May 2007 to review our CR priorities.
The workshop was supported by PricewaterhouseCoopers {PwC), who
provided information on best practice in CR among leading companies.
The Executive Committee considered issues that could have a
significant impact on the sustainability of our business, either by
directly impacting our ability to operate or by affecting our reputation
and the level of trust stakeholders have in our Group. Their analysis
took into account the views of key stakeholders, including customers,
employees and investors.

Ethics and safety were reconfirmed as our CR priorities and those
where the Group should aspire to a leadership position.

We recognise that to achieve a leadership position requires continual
progress. A programme to address this began in 2007 and will
continue through 2008. Key aspects of this are:

- establishing an independent view of best practice for ethical
business conduct in both the defence sector and across industry;

— benchmarking safety performance across all industries — not just the
defence sector;

- establishing specific objectives on leadership behaviours especially
in the areas of ethics, safety and diversity; and

- setting management objectives in 2008 that drive us towards our
desired leadership position in the areas of ethics, safety and diversity.

The Woolf Committee (see page 3) was established during 2007
to study and publicly report upon the Group's ethical policies and
processes. We will receive recommendations from the Woolf
Committee during 2008, which we believe will assist us in meeting
our ethics objectives.

Progress towards a leadership position on safety commenced with
a review of BAE Systems’ safety perfermance. This considered both
individual business level performance and benchmarking against

- aerospace and defence sector companies and across other sectors

considered to be best in class. In conclusion, while we can
demonstrate overall year on year improvement in safety performance,
our underlying business performance is not consistent. While we
perform at a similar level to a number of other defence sector
companies we are behind the best in class group of companies. We
have developed a route to more closely align our performance in this

area with those best in class companiges. The delivery of the first part
of a four year plan to achieve this has been incorporated into the
leadership objectives for 2008.

We will focus on improving performance year on year and set
challenging objectives that move the Group further towards best
practice in these prigrity areas. To demonstrate our commitment
we have increased the proportion of senior executive performance
bonuses that are linked to improvements in performance in ethics
and safety. In 2008, 12% of the potential bonus will be determined
by performance in ethics and safety. The Corporate Responsibility
Committee will review progress against our objectives quarterly.

Governance of corporate responsibility

Cur corporate responsibility objectives are delivered through our
business operations and managed through the Executive Committee.
The Corporate Responsibility Committee is responsible for providing
oversight, governance and assurance. This includes reviewing and
monitoring the processes that the Group uses to manage non-financial
risks. The Corporate Responsibility Committee's report on 2007
activity can be found on page 63.

During 2007 the Corporate Respensibility Committee met five times.
The Committee undertook a number of activities which included
reviewing and approving the decision of the Executive Committee

to prioritise ethics and safety as the key issues for the corporate
responsibility agenda in 2008. The Corporate Responsibility
Committee reviewed performance data on ethical business conduct,
safety and environment. This included details from internat audits,
employee surveys and operational assurance statements.

The Corporate Responsibility Committee met with the Woolf Committee
to discuss ethics in general and the role of the Corporate Respensibility
Committee in relation to the prospective implementation and assurance
of activity that may be recommended.

External opinion

External views help shape our approach 1o corporate responsibility
and also influence how we report progress. This year, we asked

three experienced corporate responsibility practitioners to review our
Corporate Responsihility Report and give their views on our corporate
responsibility strategy and intended direction. Participants were:

- Julia King, Vice President Corporate Responsibility, GlaxoSmithKline
- Dawn Rittenhouse, Directer of Sustainable Development, DuPont

— Mark Wade, formerly Head of Sustainable Development Policy,
Strategy and Reporting, Shell

The panel met in February 2008 and reviewed a draft copy of this
year's Corporate Responsibility report. They made comments and
recommendations in three areas: corporate responsibility strategy
and governance, reporting, and our approach to assurance.
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Corporate responsibility objectives

2007 objectives

What we achieved

2008 chjectives

Ethics

- Initial ethics awareness training to be
completed by new starters within one
month of joining.

~ Initial ethics awareness training to be
implemented within three months of
completion date of any acquisition.

— Survey to be undertaken to evaluate
effectiveness of 2006 UK ethics awareness
training package. Implement agreed
corrective actions in 2007.

— Ethics awareness training has been
introduced to new starter induction
Processes.

— New businesses are issued with the
Group's ethics guide promptly after
acquisition and this is followed up with
online or DVD training.

- A survey was undertaken which indicated
that 99% of UK employees have some
awareness of our ethical standards. Action
plans to address areas identified for
improvement have been put in place.

- Senior Leadership to communicate and
demaonstrate commitment to high ethical
standards through employee engagement.
Number of engagement events and
employees reached to be measured.

- Develop and roll out a Group-wide code
of conduct.

- Implement the response to the Woolf
Committee recommendations.

Safety, health and environment

2007 safety metrics to improve relative to 2006:

— Establish appropriate industry benchmarks
for each line of business to monitor
performance and establish targets to move
towards best in class.

— Group performance (lost days metric} to be
better than relevant industry average.

— Continue to achieve an improvement
year-onyear in injuries/lost working time.

— A benchmarking study of BAE Systems
businesses and external companies was
performed. The targets thus derived are
those set within 2008 objectives.

- In 2007, we reduced the number of lost days
by more than 10% over 2006. We continue to

perform at a level better than the industry
average, with 8,734 days lost due to work-
related injury per 100,000 employees,
(compared with the UK manufacturing
average of 25,000),

Continue to drive performance in safety:

- Reduce the gap between 2007 Company
performance and external benchmark by 10%
in 2008 {benchmark is 2,000 days lost per
100,000 employees).

- Senior Leadership to demonstrate
commitment to safety by undertaking formal
tralning and conducting safety audits across
our operations. Number of safety audits
conducted to be measured.

- Progress to benchmark safety performance
agalinst a five level Safety Maturity Matrix -
all businesses to achieve Level 3 by the end
of 2008 and have a plan in place to attain
Level 5 by the end of 2011 (Level 5 has been
benchmarked against leading companies).

Workplace

— 85% of employee grievances under the UK
‘Respect at Work’ policy to be resolved
through local discussion without proceeding
to the corporate process for formal
investigation.

- In each of the home markets, move towards
establishing a workforce reflective of the
national average in terms of gender mix and
ethnic diversity, taking into account variations
by region and industrial sector.

- 91% of employee grievances were resolved
at a local level during 2007,

— Diversity action plans were implemented
within each of our businesses to
reflect their local communities and
recruitment populations.

Create an environment that values and
respects the contribution, based on merit,
of all members of the communities in which
we operate:

- Senior Leadership to demonstrate
commitment to such an environment by
attending a diversity awareness training
programme by mid-year.

- Establish a Group-wide Women’s Forum.

- Develop an action plan to enhance diversity
and inclusion by mid-year.
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The panel was supportive of the way corporate responsibility strategy
is developed at BAE Systems. They considered that our selected
priority areas of ethics and safety rightly reflect the key issues.

The panel recommended that BAE Systems should:

- ensure there is a solid foundation of values on which all employees
frame decisions, large and small,

- develop a roadmap including future aspirations and opportunities
as well as challenging targets;

— address key issues such as human rights and climate change;

- provide greater understanding of the Group’s processes for
preventing bribery and corruption;

- engage with a wider range of stakeholders; and

- align its corporate responsibility reporting with the Global Reporting
Initiative guideiines.

The panel's full statement is included in our Corporate Responsibility
Report. We will develop the necessary plans to action these
recommendations and report on progress through our website and

in future Corporate Responsibility Reports.

Monitoring our performance

We monitor our Corporate Responsibility performance through sector
benchmarking to track our performance and help us better manage
key environmental and social impacts. In 2007, BAE Systems’
performance level in the Dow lones Sustainability World Index was
similar to our 2006 scoring.

Dow Jones Sustainability Index 2007 2006
Economic factors 69% 69%
Environmental factors 90% 85%
Social factors 71% 80%

We are reviewing the reasons for the lower social factors rating in 2007,
which include the areas of labour practices, career development and
training, and charitable giving. We will address areas for improvement
during 2008.

Our operations and CR impacts

Workplace .

We believe that all employees have the right to work in an envirenment
where they are treated with dignity and respect. We have processes in
place that support employees if they feel that they are being subjected
to inappropriate or unacceptable behaviour.

We are committed to equality of opportunity for all employees and
to creating a workplace where individual contribution is recognised.
A diverse and inclusive workforce is an essential part in creating the
necessary innovative and progressive culture to achieve competitive
advantage. It also promotes the behaviours necessary to secure
successful partnerships with our customers and suppliers.

Investing in the training and development of employees at all levels
of the Group is key to us maintaining high performance. Training helps
our people develop their skills and capabilities. It also enables us to
keep pace with changing technologies and continue to improve our
customer service.

in 2007 one of our corporate responsibility objectives was to "‘move
towards establishing a workforce reflective of the national average in
terms of gender mix and ethnic diversity, taking inte account variations
by region and industrial sector’. Each business developed an action
plan which considered the demographics of the existing workforce,
the surrounding communities and that of the populations from which
we recruit. The cultural influences and heritage within our six home
markets requires different emphasis to achieve our overall aim. For
example, our diversity plans in South Africa are aligned with the Black
Economic Empowerment Agenda; our focus in the Kingdom of Saudi
Arabia is on Saudisation of our workforce which is a programme for
transferring skills from expatriates to local employees. By the end of
2007 our Saudi workforce comprised more than 53% Saudi nationals.

Our diversity objectives for 2008 include awareness training for
senior leaders and the launch of a women's network. This will provide
support for women across BAE Systems enabling them to share ideas
and experiences and develop their careers.

Health and safety

Our approach to safety is one of zero tolerance of an unsafe
workplace and unsafe working practices. Safety is one of our key
corporate responsibility priorities for 2008. Our goal is to be amongst
the leaders for high safety standards both within our industry and
measured against leading companies in other industrial sectors.

We recognise the risks associated with the variety of operations we
conduct and aim to minimise these as far as possible. Ail sites are
required to comply with our Safety, Health and Environment policy and to
demonstrate continuous improverment in performance through the setting
and monitoring of targets. Performance is reviewed through our business
assurance processes and overseen by the Executive Committee and the
Corporate Responsibility Committee on behalf of the board of directors.

In November 2007, a tragic incident during a flight testing exercise
resulted in the death of one of our employees. We are working with the
investigative authorities in connection with this incident.

Case study: In our Hattiesburg site in Mississippi, US, all employees
have been appointed safety officers as part of a programme to raise
awareness and encourage employees to report potential hazards.
Everyone in that business is now responsible for their own safety and
the safety of those around them. In 2007, there were more than 180
potential hazards reported and corrected each month. This contributed
to the site recording no injuries in 2007,

Ethica) business conduct

Ethical business conduct is fundamental to the reputation and
success of BAE Systems. We will not compromise on our ethical
principles and policies.
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In 2007, we invited Lord Woolf, the former Lord Chief Justice of England
and Wales, to head an expert independent review committee to study
and report on our policies and processes and make recommendations
aimed at achieving a leadership position in ethical business practice
amongst corporate industry peers. More information on the Woolf
Committee can be found on page 3.

We have training and awareness programmes in place to ensure
that employees understand how we do business and what is
expected of them.

We continue to roll out ethical awareness training to employees
wortdwide through brochures, anline training, DVDs and classroom
sessions. At the end of 2007 training had been completed in Australia,
South Africa, the UK and the US. Our ethics DVD and online training have
been translated into Arabic and are being rolled out in Saudi Arabia. A
Swedish translation has been developed and will be introduced in 2008.

We changed our policy in 2007 to ensure new recruits receive
ethics awareness training within one month of joining the Group and
employees of newly acquired businesses receive an ethics guide
promptly after acquisition and our ethics awareness training within
three months of joining the Group.

All staff involved with business development are required to undertake
a training course on the prevention of corruption and refresher training
every two years. Over 5,500 employees have undertaken this training

since 2001. Training is tracked to help ensure compliance.

In 2007 we initiated a review of our ethical code of conduct to ensure
it remains appropriate for our changing business. We will act on any
recommendations from the Woolf Committee and plan to introduce

a revised code of conduct at the end of 2008.

Case study: We are members of the UK Defence Industry Anti-
corruption Forum and, in the US, the Defense Industry Initiative (DIl
on Ethics and Business Conduct. In the UK, the Anti-corruption Forum
has been developing common anti-corruption industry standards for
the Aerospace and Defence Industries Association of Europe. This
year in the US, we participated in the DIl working group, which includes
the co-ordination of the Defense Industry Benchmark ethics survey.

Community and education

We play an important role in the communities in which we operate.

In 2007, we invested approximately £6.1m in local communities
around our sites, supporting charities and educational establishments.
During 2007 our employees volunteered 4,310 days supporting local
community projects.

An area that is critical to the future sustainability of cur business

is education, specifically in the fields of science and engineering.
Every year the Group supports a wide range of education projects.
In Australia, the UK, the US, and Saudi Arabia we run educational
programmes that encourage young people at all stages of education
to take an interest in science and technology.

Case study: India partnership - We have pledged £100,000 and
committed to support the UK India Education & Research Initiative.
The initiative has been designed to give students in both India and
the UK a better understanding of science and engineering. Helping
improve education links between the two countries will hopefully
encourage greater economic collaboration.

Environment

We operate globally, with operations and customers in many countries.
Stakeholders, particularly our employees, expect us to understand
and respond to global challenges such as climate change and
sustainable development.

QOur manufacturing and engineering operations, offices and products
have an impact on the environment. This includes the use of natural
resources and raw materials as well as waste generation and
emissions. We are committed to managing and minimising these
impacts wherever practicable.

We have taken positive steps in relation to the management of
environmental issues most notably to Product Environmental
Protection, which has been incorporated in the Company's Lifecycle
Management process. This helps to ensure that the design of a new
product considers the environmental impact that it might have and
that steps are built into the design phase to mitigate the potential
impact through the product’s lifecycle.

A specific area of focus for the Group is the REACH {Registration,
Evatuation, Authorisation and Restriction of Chemical Substances)
legislation which although EU-based will atso affect our US products
which come to the UK. We are working with our customer, the UK
Ministry of Defence, to share an understanding in this area and
develop a common approach.

We are placing a specific emphasis on reducing our greenhouse
gas emissions and have developed a number of energy reduction
initiatives that include employee engagement, engineering initiatives
and improved manufacturing efficiencies. Qur primary contribution
to greenhouse gases is through the use of energy.

We participate in national initiatives to reduce defence sector impacts
on climate change. We have nine sites in the UK which participate in
the EU Emissions Trading Scheme and in 2007 we externally traded
4,500 tonnes of carbon. A key focus of our partnering approach with
the UK Ministry of Defence will be the sustainable development of
defence products and services.

Case study: To help reduce emissions in our UK Land Systems
business, every employee has been asked to 'Pledge A Tonne’ and

a range of communication material has been provided to engage and
educate employees and their families. People are asked to ‘sign up’
to make simple but effective changes to the way they conduct their
day-to-day life, both at home and at work. Daily actions such as leaving
lights and heaters on, the way employees travel to work or travel whilst
at work and how employees control the environment they live in, all
contribute to the carbon footprint of each individual and the business.

Climate change is an important issue for all businesses, particularly
those operating globally, and one which the Group needs to address.
In 2008, we will measure our carbon footprint and establish a formal
position as to actions we would seek to take in reducing this footprint.

Working with others

We recognise that our responsibilities extend beyond our own
employees. This includes contractors working on our sites, our
suppliers and partners. We aim to work with all groups to mutually
improve standards. A key area of focus in 2008 continues to be safety
performance of contracters on our sites. We intend to include this in
our future external reporting on safety performance.

Case study: In the UK we are part of the 21st Century Supply Chain
(5C21) initiative. The objective of the initiative is to get all customers and
suppliers throughout the defence and aerospace industry to collaborate
by using the same tools to improve performance and modernise working
practices. This approach, where we are working closely with our industry
peers, avoids duplication in key areas and will help us to achieve an
improved working culture based on openness, honesty and trust.
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Corporate responsibility recorded data summary?

We collect data on ethics, diversity, environment and health and safety to help us monitor our corporate responsibility performance and identify

areas for improvement. The data is recorded by the businesses and collated centrally for review. Explanations of trends are provided on pages
42 and 43. Specific notes are recorded below.

2005 2006 2007
Health & safety (per 100,000 employees)
Major injuries recorded 55 47 48
Days recorded lost to work-related injuries? 8,774 10,204 8,734
Total recorded injuries to all employees 6,009 4,788 4,454
Environment
Energy use* (Gwh) 1,767 1,742 1,706
€O, emissions (million tonnes) 0.58 0.57 0.55
Waste (‘000 tonnes) 57 105 129
Waste recycled (‘000 tonnes) 37 67 42
Volatile organic compound emissions (tonnes) 610 742 642
Ethics
Ethics enquiries from employees 367 410 327
Diversity
Gender diversity:
Male employees 81% 80% 79%
Female employees 19% 20% 21%
Ethnic diversity:
White 88% 87% 82%
Non-white 12% 13% 18%
Age diversity: _
Under 25 7% 7% 8%
26to 35 18% 18% 17%
3610 49 44% A42% 39%
50 to 59 25% 26% 27%
60 + 6% 7% 9%

This data is derived from internal recording systems and is not subject to external verification or audit,

In 2007 we acquired Armor Holdings. The integration of corporate responsibility data from that business is underway and will be reported in 2008.

The decrease in 2007 over 2006 in days lost recorded due to work-related injuries reflects a much improved performance in our Surface Fleet Solutions business, which reduced the
number of days lost by 75% over 2006 levels,

4 Qur energy use is directiy related to volumes of product manufacture and throughput of specific projects. The decrease shown in energy use, despite increases in volume and
throughput, reflects a specific focus at a number of businesses on energy management and efficient operations.

[AN SN
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Health and safety*

Environment*

The overall performance on safety has improved over 20086. This
reflects a strong performance in some businesses, notably Surface
Fleet Solutions. A key focus for 2008 is to ensure a consistent
improvement in safety performance across all businesses.

Environmental impacts are directly related to the stage and volume
of production or manufacture and throughput of specific projects.
Given the potential diversity of influences we report data as absolute
values and have provided specific explanation of the variances below.

Major Injuries {per 100,000 employees)1?

.80,

2005 2006 2007
Year
1 The above data includes one fatality. This ccousred dusing a flight training exercise
at a UK facility. The investigation into the incident is cngoing.
2 Major injuries as defined under the UK Reporting of Injuries, Diseases and
Dangerous Qccurrences Regutatiens (RIDDOR).

Energy use*

£ 1500 075 2 §
2 28
5 1000 —— 050§ §
g%
B e r s st erereeet e ree oot e ease et e ceeseemeseeen et sern DD
0 0.00
2005 2008 2007
Year !

® Energy use (Gwh)
@ COz emissions (million tonnes)

4 Energy use is down 2% to 1,708 Gwh (2006 1,742 Gwh). CO2 emissions down 3.5% to
0.55 million tonnes (2006 0.57 million tennes}.

Total injurtes (per 100,000 employees)

8090

8000,

LA000.,

2000 e

2005 2007

Waste® (‘000 tonnes) Recycled waste® (‘000 tonnes)

120 80...
5L ..
B0 20 e
0 4]

05 06 07 05 08 07

Year

Year

Cause of injury? (%)

® Slips, trips or fails on the same level

o Falls from height - up t0 and including two metres
© Struck by moving, including flying/falling, object

© Struck by moving vehicle

@ Strike against something fixed or stationary

© tnjured while handling, lifting or carrying

© Falls from height — over two metres

® Exposure to an explosion

© Contact with moving machinery

# Exposure to, or contact with, a harmful substance
© Contact with electricity or electrical discharge

3 Primary ¢auses of injuries remain slips, trips and falls from height. We centinue 1o
work on preveniative measures and raising employee awareness of potential risks.

5 In 2007 we responded to Urgent
Dperation Requirements from the US
Department of Defense for armoured
vehicles. The resultant increase in
throughput primarily impacted our Steel

Volatile organic compound
emissionsS (tonnes)

T30 st oo e rens Products and Mobility and Protaction
Systems divisions in the US. This

eoo . resulted in an increase in waste being

i generated in Steel Products and in usage
450 2. ki of paints and solvents at Mobility and
Protection Systems. The resdlting
300 emissions of volatile organic compounds
associated with paint and solvent use
150 increased accordinghy.

6 The increase in the level of recycled
waste in 2006 related to a specific soil
remediation project at Chorley in the UK.

0

05 06 07
Year

Days tost to work-related injuries is shown on page 26.

* The above data is derived from internal recording systems and is not subject to external verification or audit.

42 www.baesystems.com




Diversity*

Community*

We are working to change the demographics within our business

but recognise that this will occur slowly over time. The sustainability
of our workforce and our ability to win and fulfit global contracts
depends on us being able to recruit and retain talented people

from all backgrounds. Qur diversity ohjectives for 2008 include
awareness training for senior leaders and the launch of a Group-wide
women's network.

In 2007, our total community investment was approximately £6.1m.

This figure includes cash and in-kind donations to charity as well as
our direct support for communities and education across the world.

Gender diversity? (%)
UK, US, Australia, Saudi Arabia and
South Africa

Age diversity (%)
UK, US, Australia, Saudi Arabia, South Africa
and Sweden

10 109 i

LIS — 3 —

B

LT

0
05 06 07
Year Year
& Male ® Under 25 © 50 to 59
® Female ® 2610 35 & 60+
® 36 10 49

Ethnic diversity® (%)
UK, US and South Africa

Ethnic diversity (%}
Saudi Arahia

06 07
Year Year
# Nonwhite ® Not declared ® Saudi nationals
® White ® Asian © White/European

7 Due to legislation in Sweden we cannot
report gender diversity information for
this country.

8 Due o legislation in Australia and
Sweden we cannot report ethnic diversity
information for these countries.

What we contribute to (%)

Focus of contribution (%)

# Education 0O Arts ® Community invesiments
© Social welfare ' Economic ® Charitable gifts

© Emergency relief Environment © Sponsorship

© Health ® Other
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The effective management of risk is essential to
the delivery of the Group’s strategy and objectives.

Risk management within BAE Systems

Board review

Reporting / Menitoring

Executive
Committee review

Board Committee review

- Audit Committee review

— Corporate Responsibility Committee review

Reporting / Menitoring

S~

[

Assurance / Self-assessment

Operational Framework

- Organisation
— Culture

— Governance
— Core Business Processes

— Delegated Authorities
- Mandated Policies

Business risk management

Identification

- At least annually, each business
and function undertakes a ful!
review of potential risks

— Risks are recorded in a register
explaining the event(s) with
cause and effect statements
prampting effective mitigation
strategies

— Risk owners are allocated who
have authority and responsibility
for assessing and managing
the risk

Analysis

- Risks are analysed for impact
and probability to determine
exposure to the business

Monitoring and control

Quarterly Business Reviews

non-financial risks to the Group

qontering and copy,
/

- The Beard and the Audit and Corperate Responsibility committees review risk on a regular basis

o
Juog pue ﬁul_JOl‘v‘lo\» g

Evaluation
— Risk exposure is comprehensively
reviewed and the risks prioritised
in relation to the achievement of
business objectives
— Risk evaluation is documented in
controlled risk registers showing:
— the risks that have been
identified
— characteristics of the risk
- the basis for determining
mitigation strategy
- necessary review and
maonitering
Mitigation
- Implementation of action plans to
manage, or respond to, the risks
— Robust mitigation strategy subject
to regular and rigorous review

- Risks and plans are manitored and regularly and rigorously reviewed with significant risks immediately notified through the business reporting functions
— Key risks are reported through the Integrated Business Plan, twice yearly through the Operational Assurance Statement self-assessment and at

- The Executive Committee conducts risk workshops to analyse and allocate management responsibility for the management of the most significant
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Group management of risks

Effective management of risk and apportunity is essential to the delivery
of the Group’s objectives, achievement of sustainable shareholder

value and protection of its reputation. The Group's approach to risk
management is to remove or reduce the likelihcod and effect of risks
before they occur, and deal effectively with problems if they arise. The
Group is committed to the protection of its assets, which include human,
property and financial resources, through an effective risk management
process, underpinned where appropriate by insurance.

The management of risk is linked into the Group's strategy, the
environment in which it operates, the Group’s appetite for risk and the
delivery of the Group’s business objectives. The underlying principles are
that risks are continuously monitored, associated action plans reviewed,
appropriate contingencies are provisioned and this information is
reported through established management control procedures.

To enable this process, BAE Systems has developed a system of internal
control, the 'Operational Framework' (OF), that encompasses, amongst
other things, the mandated policies and core business processes that
provide a common framework for how we do business and what it means
to be part of BAE Systems.

The Board has overall responsibility for ensuring that risk is effectively
managed across the Group and has delegated to the Audit Committee
the responsibility for reviewing in detail the effectiveness of the Group's
system of internal controls. During the year, the Executive Committee
has further enhanced its oversight of material non-financia! risks
including, in particular, those arising in connection with safety and
ethical issues. Close attention has been paid to analysing risks
associated with the conduct of international business and new policies
and processes have been implementied seeking to provide the highest
levels of assurance. The Executive Committee advises the Corporate
Responsibility Committee of all matters within the latter's remit.

In order to assist the Committees and the Board in their review, the
Group has a self-assessment Operational Assurance Statement (OAS)
process. The OAS is in two parts: a self-assessment of compliance with
appropriate parts of the OF; and a report showing the key risks for the
relevant business. Together with independent reviews undertaken by
Internal Audit, and the work of the external auditors, the QAS forms

the Group's process for reviewing the effectiveness of the system

of internal controls.

Reporting within the Group is structured so that key issues are escalated
through the management team, ultimately to the Board if appropriate.
The responsibility for risk identification, analysis, evaluation, mitigation,
reporting and monitering rests with line management. Both the Audit
Committee and the Corporate Responsibility Committee report the
findings of their reviews to the Board so that the Board can form a view.

Further information on the activities of the Board and its Committees is
given in the Corporate governance section on pages 54 to 63 of this
report.

Five core processes and 27 policies are mandated by the OF, enabling
the business to respond appropriately to material risks faced by the
Group. As with any system of internal control, the policies and processes
that are mandated in the OF are designed to manage rather than
eliminate the risk of failure to achieve business objectives, and can

only provide reasonable, and not absolute, assurance against material
misstatermnent or loss.

Further detail on these business processes and mandated policies
is given in the Internal control section of the Corporate governance
section on page 60.

Internal Audit

Internal Audit iIndependently reviews the

risk Identlfication procedures and control
processes implemented by management.
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Summary of principal risks

Defence spending

The Group is
dependent on
defence spending
and reductions in
such spending
could adversely
affect the Group.

The Group's core businesses are primarily defence-related, selling products and
services directly and indirectly primarily to the US, the UK, the Saudi Arabian and
other national governments. In any single market, defence spending depends on

a complex mix of political considerations, budgetary constraints and the ability of
the armed forces to meet specific threats and perform certain missions. Because
of these factors, defence spending may be subject to significant fluctuations from
year to year.

Although the Group expects growth in US defence spending to slow, it believes it
is well placed to support the US Department of Defense’s likely emphasis on force
sustainment, readiness and affordable transformation. The UK defence equipment
budget is expected to continue to be constrained, having potential implications for
the sustainability of long-term funding for future defence technologies and
engineering capabilities in the UK.

Impact

A decrease in defence purchases by the Group’s major customers could have

a material adverse effect on the Group's future results of operations and

financial condition,.

Certain parts of
the Group's
business are
dependent on a
small number of
large contracts.

A significant proportion of the Group's revenue comes from a small number of large
contracts. These contracts individually are typically worth or potentially worth £1bn
or more including, but not limited to, those contracts in the Programmes & Support
business group.

Impact

The loss, expiration, suspension, cancellation or termination of any one of these
contracts, for any reason, could have a material adverse effect on the Group's future
results of operations and financial condition.

Action

The Board regularly reviews
the Group's performance

in these markets, and the
Executive Committee

The Group's largest
customer contracts
are government
contracts.

. . . ] continues to work closely
The governments of the United Kingdom, the United States and the Kingdom of with customers to ensure

Saudi Arabia are the Group's three largest end customers. Any significant disruption the Group strategy is aligned
or deterigration in the relationship with these governments and a corresponding with theirs (refer to the
reduction in government contracts would significantly reduce the Group's revenues. strategy section on page 12).
Moreover, companies engaged in the supply of defence-related equipment and

services to government agencies are subject to certain business risks particular

to the defence industry. These governments could unilaterally cancel, suspend

or amend their contractors’ funding under existing contracts or eligibility for new

contracts potentially at short notice. Terms and risk sharing agreements can also be

amended. In addition, the Group, as a government contractor, is subject to financial

audits and other reviews by some of its governmental customers with respect to the

performance of, and the accounting and general practices relating to, government

contracts. As a result of these audits and reviews, costs and prices under these

contracts may be subject to adjustment.

Impact

The termination of one or more of the contracts for the Group's programmes by

governments, or the failure of the relevant agencies to obtain expected funding

appropriations for the Group's programmes, could have a material adverse effect

on the Group's future results of operations and financial condition.

The timing of
contracts could
materially affect
the Group's

future results of
operations and
financial condition.

The Group’s operating performance and cash flows are dependent, to a significant extent,
on the award of defence contracts and its performance in delivering these contracts.
Impact

Because the amounts payable under these contracts can be substantial, the award
or completion of one or more contracts, the timing for manufacturing and delivery

of products under these contracts or the failure to receive anticipated orders could
materially affect the Group's operating results and cash flow for the periods affected.
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Fixed-price contracts

The Group
has fixed-price
contracts.

A significant portion of the Group's revenues are derived from fixed-price contracts,
although the Group has reduced its exposure to fixed-priced design and development
activity which is in general more risk intensive than fixed-price production activity.

An inherent risk in these fixed-price contracts is that actual performance costs may
exceed the projected costs on which the fixed prices for such contracts are agreed.
Impact

The Group’s failure to anticipate technical problems, estimate costs accurately or
control costs during performance of a fixed-priced contract may reduce the profitability
of such a contract or result in a loss.

Action

To manage contract-related
risks and uncertainties,
contracts are managed
through the application

of the Group's mandated
Lifecycle Management (LCM)
business process at the
operational level and the
consistent application of
metrics is used to support
the review of individual
contract performance
(refer to page 52 for further
information on LCM).

Global market

The Group Is
exposed to
risks inherent

in operating in

a global market.

BAE Systems is a global company which conducts business in a number of regions,
including the Middle East, and, as a result, assumes certain risks associated with
husinesses with a broad geographical reach. In some countries these risks inciude,
and are not limited to, the following: government regulations and administrative
policies could change quickly and restraints on the movement of capital could be
imposed; governments could expropriate the Group's assets; burdensome taxes or
tariffs could be introduced; political changes could lead to changes in the business
environment in which the Group operates; and economic downturns, politicat
instahility and civil disturbances could disrupt the Group’s business activities.
Impact

The occurrence of any such events could have a material adverse effect on the
Group’s future operaticnal performance and financial condition.

Action

The Group has a
balanced portfolio

with six home markets.

Export controls and other restrictions

The Group is
subject to export
controls and other
restrictions.

A portion of the Group's sales is derived from the export of its products. Many of the
products the Group designs and manufactures for military or dual use are considered
to be of national strategic interest. The export of such products outside of the
jurisdictions in which they are produced is normally subject to licensing and export
controls and other restrictions. No assurance ¢an be given that the export controls
to which the Group is subject wilt not become more restrictive, that new generations
of the Group’s products will not also be subject to similar or more stringent controls,
or that political factors or changing international circumstances will not result in the
Group being unable to obtain necessary export licences.

Impact

Reduced access to export markets could have a material adverse effect on the
Group’s future results of operations and financial condition.

Failure to comply with export controls and wider regulations could expose the
Group to fines and other penalties, including potential restrictions on trading.

Actlon

The Group has formal
systems and policies in
place to ensure adherence
to regulatory requirements
and to identify any restrictions
that could adversely impact
the Group's future activities.
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Competition

The Group’s Most of the Group’s businesses are focused on the defence industry and subject to Action

business is subject competition from multinational firms with substantial resources and capital and many The Group's strong gtobal

to significant contracts are obtained through a competitive bidding process. The Group’s ability to market positioning, balanced
competition. compete for contracts depends to a large extent on the effectiveness and innovation portfolio, leading capabilities

of its research and devetopment programmes, its ability to offer better programme
performance than its competitors at a lower cost to its customers, and the readiness
of its facilities, equipment and personnel to undertake the programmes for which it
competes.

Additionally, in some instances, governments direct to a single supplier ail work for
a particular programme, commonly known as a sole-source programme. Although
governments have historically awarded certain programmes to the Group on a sole-
source basis, they may in the future determine to open such programmes to a
competitive bidding process.

Government contracts for defence-related products can, in certain countries,

be awarded on the basis of home country preference. Therefore, other defence
companies may have an advantage over the Group for some defence-related
contracts on the basis of the jurisdiction in which they are organised, where the
majority of their assets are located or where their officers or directors are located.
Impact

In the event that the Group is unable adequately to compete in the markets in which
it operates, the Group's business and results of cperations may be adversely affected.

and performance continue to
address this risk (refer to page
12 for further information

on the Group’s positioning

and portfolio}).

Consortia and joint ventures

The Group The Group participates in various consartia, joint ventures and equity holdings,
is Involved in exercising varying and evolving degrees of control. While the Group seeks to
consortia, joint participate only in ventures in which its interests are aligned with those of its
ventures and partners, the risk of disagreement is inherent in any jointly controtled entity, and
equity holdings particularly in those entities that require the unanimous consent of all members
where it does with regard to major decisions, and that specify restricted rights.

not have control. Impact

In the event of disagreement within a consortia, joint venture or equity holding and
the business arrangement fails to meet its strategic objectives or expected benefits,
the Group’s business and results of operations may be adversely affected.

Action

The Group has formal systems
and procedures in place to
monitor the performance of
such husiness arrangements
and identity and manage any
adverse scenario arising.

Pension funding

The Group s The Group operates certain defined benefit pension schemes. At present, in aggregate,
exposed to funding  there is an actuarial deficit between the value of projected liabilities of these schemes
risks in relation and the value of the assets they hold. The Group has put in place and is implementing
to the defined deficit recovery plans in line with agreements reached with the respective scheme
benefits under its trustees based on actuarial advice and the valuation results.

pension schemes. Impact

The amount of the deficits may be adversely affected by a number of factors, including
lower than assumed investment returns, changes in longterm interest rate and price
inflation expectations, and greater than anticipated improvements in members’ longevity.
An increase in penston scheme deficits may require the Group to increase the amount of
cash contributions payable to these schemes, thereby reducing cash available to meet
the Group’s other obligations or business needs.

Action

The performance of the
Group's pension schemes
and deficit recovery plans

are regularly reviewed by both
the Group and the Trustees of
the schemes taking actuarial
and investment advice as
applicable. The results of
these reviews are discussed
with the Board and appropriate
action taken (refer to page
117 for further details

on the Group's retirement
benefit plans).
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Acquisitions

The Group has
experienced
growth through
acquisitions.
Anticipated
benefits of
acquisitions may

The Group has experienced growth through acquisitions and continues to pursue
acquisitions in order to meet its strategic objectives. Integrating the operations and
personnel of acquired businesses is a complex process. The Group may not be able
to integrate the operations of acqguired businesses with existing operations rapidly
or without encountering difficulties,

tmpact

The diversion of management attention to integration efforts and any difficulties

Action
The Group has an

established methodology in
place to deliver the effective

integration of acquisitions.

The Group has an
established policy for

not be realised.
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encountered in combining operations could adversely affect the Group’s business. monitoring impairment risks.
The failure to manage growth by acquisition while at the same time maintaining
adeguate focus on the existing assets of the Group, could have a material adverse

effect on the Group's business, future results of operations or financiat condition.

In addition, failure to integrate acquisitions appropriately creates the risk of
impairments arising on goodwill and other intangible assets.

Regional Aircraft

Action

The Group's primary action is
to operate an efficient asset
management organisation.

Much of the leasing business
was underpinned by the
Group's Financial Risk
Insurance Programme, which
makes good shortfalls in
actual lease income against
originally estimated future
income for a 15-year period

The Group holds
a number of
regional aircraft
on its balance
sheet and has
provided residual
value guarantees
in respect of
certain regional
aircraft sold.

These aircraft are leased, or have been sold, to airline operators.

Impact

Values of regional aircraft are impacted by a range of factors including the financial
strength of regional aircraft operators, market demands for regional aircraft and the
impact of economic factors on aircraft operating costs.

Reductions in the valuations of these aircraft could result in impairment charges
against the carrying value of the aircraft or additional provisions against the
guarantees given.

2ouewIsA0 ~ L0das 510103410

from 1998 to 2013. Since o
2006 BAE Systems and the §
reinsurers have been in 5
dispute over several areas i-
of the policy. During 2007, 5
agreement was reached with &
almost all reinsurers and é
settlements have been paid a
by them based on the net
present value of estimated
future claims.
Arbitration proceedings
are ongoing in relation to
several claims advanced
by one reinsurer who has a
maximum potential liability
; under the policy of $145m.
These claims are being o
| vigorously defended. 2
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Laws and regulations

The Group is The Group's operations are subject to numerous domestic and

subject to risk international laws, regulations and restrictions. Non-compliance with
from a failure to these laws, regulations and restrictions could expose the Group to
comply with laws fines, penalties, suspension or debarment, which could have a material
and regulations. adverse effect an the Group.

The Group has contracts and operations in many parts of the world and
operates in a highly regulated environment. The Group is subject to the
laws and regulations of many jurisdictions, including those of the UK
and US. These include, without limitation, regulations relating to import-
export controls, money-laundering, false accounting, anti-bribery and
anti-boycott provisions. From time to time, the Group is subject to
government investigations relating to its operations.

Impact

Eaiihfe; by the Group or its sales representatives, marketing advisers or
ofhe[s acting on its behalf to comply with these laws and regulations
could result in administrative, civil or criminal liabilities resulting in
sjéniﬁcant fines and penalties and/or result in the suspension or
dgé“ﬁarment of the Group from government contracts for some period

of time or suspension of the Group's export privileges.

Action

During the year, the Group has devoted
additional resource and further enhanced

its mandated procedures designed to ensure
compliance with its policies relating to the
conduct of international business. The
Executive Committee maintains a list of
approved export markets arrived at on the
hasis of a market risk assessment utilising
input from externally developed risk
assessments. A panel of experts scrutinises
all adviser appointments within the Group.
Findings of the panel of experts are reviewed
by members of the Executive Committee and
material market or programme risks are
discussed by the Board.

The investigation by the Serious Fraud

Office into suspected false accounting

and corruption is continuing and the

Group continues to co-operate with this
investigation. In June 2007, the Company
was notified by the US Department of
Justice that it had commenced a formal
investigation relating to the Group's
compliance with anticorruption laws,
including its business concerning the
Kingdom of Saudi Arabia.

Exchange rates

The Group Is The global nature of the Group’s business means it is exposed to
exposed to volatility  volatility in currency exchange rates in respect of foreign currency
in currency denominated transactions, and the translation of net assets and
exchange rates. income statements of foreign subsidiaries and equity accounted

investments. The Group is exposed to a number of foreign currencies,
the most significant being the US dollar.

Impact

Significant fluctuations in exchange rates to which the Group

is exposed could have a material adverse effect on the Group's

future results of operations and financial condition,

Action

In order to protect itse!f against currency
fluctuations, the Group's policy is to hedge
all material firm transactional exposures,
unless otherwise approved as an exception
by the Treasury Review Management
Committee, as well as to manage
anticipated economic cash flow exposures
over the medium term. The Group aims,
where possible, to apply hedge accounting
treatment for all derivatives that hedge
material foreign currency exposures.

The Group does not hedge the translation
effect of exchange rate movements on

the income statement or balance sheet of
overseas subsidiaries and equity accounted
investments it regards as long-term
investments. Hedges are, however,
undertaken in respect of investments

that are not considered long term or core
to the Group.

Additional risks and uncertainties currently unknown to the Group, or which the Group currently deems

immaterial, may also have an adverse effect on the financial condition or business of the Group.
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The key resources and arrangements the Group

uses to achieve its strategic objectives inciude:

- the people it employs;

- relationships with its customers, subcontractors
and other suppliers;

- research and development;

- intellectual property; and

- its capital structure.
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The Operational Framework (OF) (page 44} encompasses the mandated Al employment policies include a commitment to equa!l opportunities
policies and core business processes that provide a common framework  regardless of sex, race, colour, nationality, ethnic origin, religion, age or

for how we do business. These mandated policies and core business disability, subject only to considerations of national security. The Group's
processes together with our key resources help us to achieve the policy is to provide, wherever passible, employment opportunities for
Group's strategic objectives. disabled people and to ensure that disabled people joining the Group

and employees who become disabled whilst in our employment benefit

People from training and career development opportunities.

Our employees are key to our success, both now and in the future.
We invest extensively in education schemes to encourage an interest  1he Group has put into place a number of ways of consuiting with

in science and education amongst school children and support higher ~ €Mployees and providing them with information on the performance of
levels of education through our apprentice programmes and graduate  the Group and other matters that affect them. The effectiveness of the
sponsorship schemes. The Group employs 88,000 people in its commumgation process is assessed‘ regularly with thg aim qf ensunpg
subsidiaries. with a further 9,500 employed in joint ventures. The continual improvement so a§ to provide employees with the information
workforce encompasses a broad range of skills and experience they want by the most effective means.

delivering a full range of products and services for air, land and Employees are actively encouraged 1o become shareholders in the
naval forces as well as advanced electronics, information technology Company by way of all-employee share schemes.

solutions and customer support services.
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Honours In the UK, the following individuals were honoured in
The Group aims to get the best from its employees by treating Her Majesty the Queen's 2008 New Year Honours lists:

them with respect, creating a supportive workplace and giving them
opportunities for development. This helps the Group attract and retain

CBE: Murray Easton and Alan Garwood

highly talented people who can deliver the products and services OBE: Vic Emery ;,-"' '

customers need. MBE: Dave Blacker g
9,

Performance Centred Leadership (PCL), the Group's integrated Further details on the approach to employee engagement and 2

approach to managing leadership performance, development and development are detailed on pages 37 to 43 in the Corporate g |

reward, is critical to the Group achieving its strategic objective of responsibility section of this report. g,

continuing to embed a high-performance culture. PCL addresses Relationships with customers ?b

the setting of objectives and performance assessment together with The Group regards the relationship with its customers as a key 7

the determination of reward, development needs and potential. The discriminator in a competitive industry. Its core businesses are mostly

process was applied to 600 leaders at its launch in 2000 and is now defence related, selling products and services primarily to the US, the

- deployed to over 6,200 executives globally across all of the Group's UK, the Saudi Arabian and other national governments, both directly

operations. It drives husiness success by linking individual's goals with  and indirectly with other defence and aerospace companies. In many

the wider goals of the organisation, enabling employees to understand  cases these relationships extend over decades and span the full

how their own success contributes to the success of the Group. PCL product and service lifecycle from the initial concept definition, through

is a core business process mandated by the OF to be used across the system development phase, into production and then on to support

the Group. for the system in service.
w
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Apprenticeships BAE Systems wins Sun Microsystems’ Supplier Award

The BAE Systems Advanced Apprenticeship programme Is BAE Systems was named Meritorious Performance Supplier
one of the largest such schemes in the UK. At any one time, in Sun Microsystems’ 2007 Suppller Awards programme.
the Group has up to 1,000 young people employed on Its The Supplier Awards recognise companies that make

delivering superior technology, quality service and excellent

numerous training programmes. outstanding contributions to Sun Microsystems’ record of
value to its customers, ‘

BAE Systems Annual Report 2007 51



[}
=
@
(2]
23
o
=
m-
-
@
k!
<]
=
=
|
[ns)
I
)
5
@
0
o
=
@
=.
o
=

aouelzAon) — 1iodal ,S1010311(]

SIUSWALE]S [RI0UBUIY

UONBLLIO)UL ISPIoYaIBUS

X =il

UK Association for Project Management (APM) Awards
In 2007, ATTAC (the Avallabillty Transformatlon: Tornado
Aircraft Contract) (see page 16) was awarded ‘Project of
the Year’ by the UK APM.

This lifecycle approach is used as the basis of one of the Group’s core
business processes,

Lifecycle Management (LCM) The OF mandates the use of LCM across
the Group. LCM provides a structured approach to managing the
Group's commitments and investments throughout product and project
lifecycles, promoting the application of best practice management and
facilitates continuous improvement.

Throughout this lifecycle the Group engages extensively with its
customers and undertakes customer satisfaction surveys as part of
its drive for continuous performance improvement.

Increasingly contracts are being awarded for the delivery of a
capability, rather than just a product. Reflecting this new approach,
traditional customer relationships are evolving into long-term
partnerships with governments and their armed forces.

Managing subcontractors and other suppliers

Managing major subcontracts is a key strategic capability. Expenditure
on subcontractors represents a significant portion of project cost and,
therefore, effective management of this expenditure is a key value
driver for our Group. The benefits of capability-based contracting,
combined with ongoing budget pressures, are leading many customers
to demand a more integrated, partnering, approach to meeting their
requirements. Transforming relationships with suppliers is an
essential part of developing systems integration and through-life
management capabilities. BAE Systems is committed to improving
supply chain relationships and working together with other companies,
large and small, in each of the Group’s home markets to deliver better
value and innovation for its customers.

BAE Systems is a founder of the UK aerospace and defence 21st
Century Supply Chain (SC21) programme, designed to coordinate
multiple customers with suppliers in improving supplier management

and development through using common processes in a coordinated
way, thereby reducing duplication. BAE Systems supports SC21

by providing the project director for the industrial programme,
coordinating the 16 primes and tier one companies, managing the
industrial implementation ptan (inctuding over 100 suppliers) and
interfacing with the UK MoD. BAE Systems has also implemented

the SC21 principles and processes across its own Supply Chain
Excellence improvement programme, and is leading improvement work
with 11 of the industrial plan suppliers. Several common improvement
plans are in place, coordinating the improvement requirements of the
supplier and its other aerospace and defence customers.

The Group's Centre for Performance Excellence has identified best
practices in managing major subcontracts from across BAE Systems
and industry. These best practices are being embedded in the Group's
processes, guidance and training to help deliver on commitments to
customers. This directly aligns with the Group's strategic objectives of
enhancing programme execution capabilities, sharing of best practice
between the Group's global businesses and embedding a high-
performance culture.

Research and development (R&D) and intellectual property

The continued development of the Group's technological capabilities
and expertise is key to achieving the Group’s strategic objectives.

The Group is engaged in a significant R&D programme in support of
the piatforms, systems and services that it provides to its customers.
This covers a wide range of work and incliudes performance innovations,
improvements to manufacturing techniques and technology to improve
the throughdife support of products.

The development and demonstration of capabilities in networked
systems, and enabling interoperability, is an important area of focus
in both the UK and the US. Long-term research is undertaken through
partnerships with the academic sector and in the Group’s Advanced
Technelogy Centre and Systems Engineering Innovation Centre.
Application of this research is managed by the Group's business units
through business focused R&D programmaes. Customers fund directly
much of the near-term product development work undertaken by the
Group. Total R&D expenditure for the Group amounted to £1,460m
{2006 £1,248m), of which £176m (2006 £162m} was funded by

the Group.

Intellectual property is created every day, in every part of the Group.
It takes many forms, not only tangible products but also ‘know how'
developed over the years. The Operational Framework mandates a
policy to protect the Group's intellectual property through appropriate
use and observance of intellectual property law, so that returns
made from the investment in R&D and technological innovation

are protected.

The Group filed patent applications covering over 100 new inventions
in 2007 in support of its global businesses, and has a total portfolio
of patents and patent applications covering more than 1,500
inventions worldwide.
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Chairman

1, Dick Olver FREng™*

Dick Olver was appointed as
Chairman in 2004. A civil
engineer, Dick Olver joined BP

in 1973 where he held a variety
of senior positions culminating in
his appointment to the board of
BP p.l.c. as CEQ of Exploration
and Production in 1998. He was
subsequently appointed deputy
group chief executive of BP in
2003, stepping down from that
position when he assumed the
chairmanship of BAE Systems.
Dick Olver chairs the Board's
Nominations Committee and the
Non-Executive Directors’ Fees
Committee. He is @ nor-executive
director of Reuters Group plc,

a Fellow of the Royal Academy
of Engineering and a member of
the Roya! Academy Council and
the Trilateral Commission.
Appointed: 2004 Age: 61

Th@_ Soard

Executive directors

2. Mike Turner CBE*

Chief Executive

Mike Turner was appointed as
Chief Executive in 2002, having
been a Chief Operating Officer
since 1999. He is a nonexecutive
director of Lazard Limited and a
farmer non-executive director of
Babcock International Group Pic
and The Peninsular and Oriental

Steam Navigation Company (P&0}.

Appointed: 1994 Age: 59

3. Walt Havenstein*

Chlef Operating Officer, President
and CEOQ, BAE Systems, Inc.
Appointed to the Board on

2 January 2007, Walt Havenstein
is President and CEQ of

BAE Systems, Inc. He was
previously President of the
Company's US-hased Electronics
& Integrated Solutions business.
He was President of the Sanders
defence electronics business
prior 1o it being acquired by the
Company from Lockheed Martin
in 2000. A graduate of the US
Naval Academy, he served 12
years in the US Marine Corps.
Appointed: 2007 Age: 58

4. lan King

Chief Operating Officer, UK

and Rest of World

Appointed to the Board on

1 January 2007, lan King was
previously Group Managing
Director of the Company's
Customer Sclutions & Support
business and, prior to that, Group
Strategy and Planning Director.
Immediately prior to the BAe/MES
merger he was Chief Executive of
Alenia Marconi Systems, having
previously served as Finance
Director of Marconi Electronic
Systems. He is a non-executive
director of Rotork plc,

Appointed: 2007 Age: 51

5. George Rose

Group Finance Director

George Rose was appoinied Group
Finance Director in 1998, Prior to
joining the Company in 1992, he
held senior positions in the Rover
Group and Leytand DAF. He is a
non-executive director of Saab AB
and National Grid Transco plc,
and a member of the Financial
Reporting Review Panel. He is a
Fellow of the Chartered Institute
of Management Accountants.
Appointed: 1998 Age: 55

Non-executive directors

6. Phil Carro}l2?

Phil Carroll is a former chairman
and chief executive of Fluor
Corporation and a former
president and chief executive of
Shell Qil Company Inc. He was
appointed by the US Department
of Defense in 2003 to serve as
the first Senior Adviser to the
lragi Ministry of Qil. He is a former
non-executive director of Scottish
Power plc.

Appointed: 2005 Age: 70

7. Michael Hartnall*

Michae! Hartnall is a former
finance director of Rexam pl¢, prior
to which he held senior positions
with a number of manufacturing
companies. He is a non-executive
director of Lonmin plc and a
former non-executive director of
Elementis plc. Michael Hartnall
chairs the Board's Audit
Committee. He is a Fellow of the
Institute of Chartered Accountants
in England and Wales.

Appointed: 2003 Age: 65

member of the Audit Committee

memter of the Nominations Committee

[S B~ P

member of the Remuneration Commiitee
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8. Andy Inglis?

Appointed to the BAE Systems
Board on 13 June 2007, Andy
Inglis is a director of BP p.l.c. He
is a member of the BP executive
management team, and is also
chief executive of BP's Exploration
& Production business. He is a
Fellow of the Royal Academy of
Engineering and a Fellow of the
Institute of Mechanical Engineers.
Appointed: 2007 Age: 48

9. Sir Peter Mason®3

Sir Peter Mason is the non-
executive chairman of Thames
Water and a non-executive director
of Acergy S.A. He was formerly
chief executive of AMEC plc,
executive director of BICC plc,
chairman and chief executive

- of Balfour Beatty Limited and
chief executive of Norwest Holst
Group PLC. Sir Peter has been
nominated the Board's Senior
Independent Director.

- Appointed: 2003 Age: 61

10. Roberto Quartats

Roberto Quarta is a partner in the
private equity firm Clayton, Dubilier
& Rice, in connection with which
he serves as chairman of Rexel
SA and ltaltel. He was previously
chairman and chief executive

of BBA Group plc, an executive
director of BTR plc and a non-
executive director of PowerGen plc
and Equant NV.

Appointed: 2005 Age: 58

11. Sir Nige!l Rudd2®

Sir Nigel Rudd is currently
chairman of BAA Limited and
Pendragon pic and deputy
chairman of Barclays PLC. He

was formerly chairman of Alliance
Boots Group PLC and Pilkington
plc. He also helds a number of
other public appointments,
including chairman of the CBI's
Boardroom Issues Group. Sir Nigel
chairs the Board's Remuneration
Committee. He is a Fellow of the
Institute of Chartered Accountants
in England and Wales.

Appointed: 2006 Age: 61

12, Peter Welnberg? s

Peter Weinberg is a partner at
Perella Weinberg Partners, a
financial services firm. He was
previously chief executive officer
of Goldman Sachs International
where he was co-head of the
Partnership Committee, and prior
to that was co-head of the Global
Investment Banking Division. He
joined Goldman $achs in 1988
and became a partner in 1992,
Peter Weinberg chairs the Board's
Corporate Respoensibility
Committee,

Appointed: 2005 Age: 50

Each of the seven non-executive
directors listed above is
considered to be independent for
the purposes of the Combined
Code on Corporate Governance.

Company Secretary
David Parkes

BAE Systems Annual Repori 2007
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“As Chairman, my principal duty is to ensure
that BAE Systems is headed by an effective
board that is accountable to shareholders
for the Company’s performance.”

Dick Olver Chairman

This section of the report deals with how the Board and its committees
discharge their duties and how we apply the principles in the UK’s
Combined Code on Corporate Governance. Over the page you will find
detailed statements concerning our compliance with the provisions

of the Code. However, first | would like to highlight certain corporate
governance matters and developments during the year.

At the end of last year the Financial Reporting Council issued the
results of its review of the Combined Code. It reported that investors
perceived that there had been a continued improvement in overall
governance standards of UK companies since the introduction of the
Code. I am pleased that the efforts made by companies such as ours
in seeking to continually improve and stay at the forefront of corporate
governance best practice are recognised.

Standards and values

As the Combined Code states, boards should set the values and
standards for a company. To provide the BAE Systems Board with the
best possible guidance on governance in this area, earlier this year we
appointed an independent committee headed by a former Lord Chief
Justice of England and Wales, Lord Woolf. In forming the committee

to study and publicly report upon its policies and processes, the
Company seeks to:

“garner and implement recommendations which enable the
Company to maintain a leadership position in ethical business
practice amongst comparable industry peers; and

further enhance the publicly available tevel of assurance
regarding the accuracy of its assertions as to its poficy,
processes and conduct.”

The Woolf Committee is to publish its report in due course and
the Board has agreed to act on its recommendations.

56
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| see the formation of the Woolf Committee as positive affirmation of
the Board seeking to continually improve, and in the area of business
ethics not only achieve best practice but provide leadership.

Succession planning

Ensuring that we have the right people running the Company is one
of the Board's core governance duties. Last year | reported on the
new processes introduced by the Nominations Committee to identify
and oversee the development of over 50 employees from across the
Group. These individuals form the backbone of the Company's senior
management resource and in the future candidates for appointment
to the Board are likely to be drawn from amongst them. Overseeing
the management of their development is a key responsibility for the
Beard and the Nominations Committee.

A review of management resources was completed in November last
year and | am pleased to report that we have a good number of quality
succession candidates across the current senior management roles
in the Group. These individuals cover the range from ‘ready now’ to
those candidates who we believe have the potential to take up the
most senior positions in several years' time. In some areas we have
identified a need in the succession plans for greater ‘bench strength’,
Where this is the case we are working at achieving full coverage. In
addition, we have augmented our strategic management development
activities to address certain common development requirements
identified by our development and succession planning processes.

Naturally, the Chief Executive position is covered by these processes
and with Mike Turner due to retire later this year the Nominations
- Committee has been actively engaged since last November on
who should succeed him. As mentioned above, the Company has
comprehensive succession planning and management evaluation
processes and these have been of great assistance. In line with best
practice, the Nominations Committee has also initiated an external
search for suitable candidates for the Chief Executive position, with
the aim of ensuring that the individual that the Board ultimately
chooses to appoint is the best person available for the job. Progress
is being made and we hope to be in a position to announce a
successor later this year.

Board appointments

During the year Andy Inglis joined the Board in a non-executive
capacity. As a director of BP p.l.c. he has excellent large global
company experience as well as having considerable international
project execution experience.

We have agreed that as a Board, in addition to the chairman, we
should aim to have eight non-executive and four executive directors.
With Ulrich Cartellieri having retired last September and Peter
Weinberg due to retire from the Board at the Annual General Meeting
{AGM) in May, the Nominations Committee has been active and | am
pleased that Ravi Uppal will be joining the Board as a non-executive
director in April. Search activity continues with a view to appointing
an additional non-executive director later this year,

We need not only the right mix of knowledge, skills and experience
around the Board tahle but also we have to be in a position to resource
effectively the Board's committees. This is an important consideration
because, as with the Audit and Rernuneration committees, we believe
the membership of the Corporate Responsibility Committee should be
formed exclusively of independent non-executive directors.

Board committees

The role that board committees play in the UK's corporate governance
structure should not be underestimated. As we seek to continually
improve the effectiveness of our governance processes the demands
on the committees have increased. The table on page 59 detailing the
attendance of directors at board committee meetings during the year
shows that a total of 26 meetings were held last year; this compares
with 17 meetings five years ago — over a half more.

A unitary board containing a good number of both executive and
non-executive directors is an excellent forum within which to develop
and challenge strategy and provide entrepreneurial leadership for a
company. However, certain responsibilities can only be undertaken
effectively by directors who are independent of the activities they are
required to oversee. The Audit and Remuneration committees are
obvious examples of this, but this applies equally to the Corporate
Responsibility Committee. You will find a report from this committee
on page 63, but | would like to highlight in particular the role it has in
overseeing compliance with the highest standards of ethical behaviour
by all Group employees and also in overseeing our performance in
keeping our employees safe and healthy in the workplace. With Peter
Weinberg retiring frorn the Board, Andy Inglis has been appointed to
succeed him as chairman of the Corporate Responsibility Committee,
having first been nominated for appointment to this position by the
Nominations Committee.

Board performance evaluation

| mentioned earlier the recent report on the Combined Code by the
Financial Reporting Council. Reporting on its consultative exercise, it
had the following to say on the subject of board performance evaluation:

“A number of respondents singled out the Code’s recommendation
that boards should carry out regular evaluations of their performance
as having been particularly beneficial. This view was endorsed by
the chairmen of the FTSE 350 companies surveyed by Independent
Audit, of whom over 90% had found the exercise to be useful.”

I am a big believer in performance evaluation, as this is a
fundamental part of perfermance irmprovement. As a Board we
have just completed our fourth such performance evaluation. This
exercise covered the performance of the Board, its committees and
that of the individual directors.

The Board evaluation includes a review of the Board's effectiveness,
the effectiveness of each board committee, and an assessment of
each board director. One-on-one feedback discussions between the
Chairman and each director occur in the first quarter of the year. The
table overleaf details some of the objectives that the Board has
agreed as a result of the evaluation process.
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Board performance evaluation - objectives

2007 Objectives

2007 Achievements

2008 Objectives

— Continue the work started in 2006 on
succession planning, with a focus on
the support and development of the next
generation of senior executives and also
the identification and enhancement of the
Group's management bench strength.

— Develop further the work the Board
has initiated on financial performance
monitoring and looking at project and
programme KPIs in more detail.

- Build on current non-financial performance
monitoring, including the Corporate
Responsibility Committee's focus on
corporate reputation issues.

— Provide additional opportunities for
nen-executive directors to meet to
discuss issues independently and
with the Chief Executive,

— Good progress made on succession
planning with greater coverage across
all senior executive succession plans.
New senior management programme
rolled out to address the common
development needs identified during
succession planning activities,

— The Board reviewed programme and project
KPIs regularly and uses these alongside
standard financial measures to monitor
the Company's performance.

— The Board and Corporate Responsibility
Committee have overseen the
development of new nen-financial risk
processes. More work will be done in
this area in 2008, aligning with Woolf
Committee recommendations.

— Additional opportunities were made available
for the non-executive directors to meet to
discuss issues informally as a group and
with the Chief Executive present.

- Engage non-executive and executive
directors in dialogue to ensure smooth
and transparent selection and transition
of the new Chief Executive.

— Board to conduct additional site visits
as part of its meeting programmes.
Use the visits as an opportunity to meet
with senior management to support
succession planning.

- Understand and review the competencies,
processes and culture required to support
the Company's increasingly global position.

- Ensure that ethical and reputational
implications of strategic growth options
are explored and understood. Plan for
and commence embedding the Woolf
Committee recommendations.

— Keep attention focused on programme KPIs.

When we started the evaluation process in 2004 | was keen to use an
external facilitator to conduct individual interviews with each director.
No evaluation process is perfect but | believe our approach does allow
us to deal effectively with not only the procedural or administrative
aspects of how we operate but also some of the behavioural aspects
of performance. As Chairman, it is important | receive full and frank
feedback on my own performance and | receive this each year from
our Senior Independent Director after he has met with the facilitator.

Shareholder communication

Finally, | would like to highlight the importance | place on
communications with our shareholders and the central role the

AGM plays in this. | want attendance at our AGM to be an interesting
and worthwhile expertence, allowing directors to report on their
stewardship of the Company and to answer shareholders' questions
on this. | hope as many shareholders as possible are able to attend
and participate in the meeting on 7 May.

I

Dick Qiver
Chairman
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Applying the principles of the Combined Code on Corporate Governance
The Beard has structured its activities so as to incorporate the main
and supporting principles in the UK’s Combined Code, recognising these
to be a sound statement of accepted good practice for a company such
as BAE Systems. The core activities of the Board and its committees
are documented and planned on an annual basis but this only forms
the basic structure within which the Board operates. The directors are
required to provide entrepreneurial leadership for the Company, relying
on the business skills and judgement that each director possesses.
The governance structure recognises this essential human element

and the role of the Chairman in ensuring that decisions are made by

the directors within a framework of prudent and effective controls.

The Board has adopted a document, the Board Charter, in which there
is a statement of governance principles that guide the activities of the
Board and also details of the roles of the Chairman, Chief Executive
and the Senior Independent Director. The governance principles reflect
the main and supporting principles contained in the Combined Code
and cover the following:

— Strategy — reviewing and agreeing strategy,;

— Performance — monitoring the performance of the Group and also
evaluating its own performance;

— Standards and Values — setting standards and values to guide the
affairs of the Group;

- Oversight — ensuring an effective system of internal controls is in
place, ensuring that the Board receives timely and accurate
information on the performance of the Group and the proper
delegation of authority; and

- People - ensuring the Group is managed by individuals with the
necessary skills and experience and that appointments to the Board
are managed effectively.

The Board Charter states that the Chief Executive is responsible for
the leadership and operational management of the Company within
the strategy and business plan agreed by the Board. Included within
the Charter is a schedule of matters that have been reserved for the
Board's decision. These include approving the vision, values, principles
of ethical conduct, overall governance structure of the Company and
its strategy and business plans. Within the Board's delegated
authorities it has reserved for itself, amongst other things, certain
decisions concerning contract hids and tenders, acquisitions and
disposals of businesses, capital expenditure and Company-funded
product development expenditure.

A copy of the Board Charter can be found on the Company’s website,
or alternatively, can be obtained from the Company Secretary.

Compliance with the provisions of the Combined Code

Compliance statement

The Company was compliant with the provisions of the Combined Code
on Corporate Governance throughout 2007.

The Board

The Board comprises a non-exécutive chairman, seven nop-executive
directors and four executive directors.

The Board considers all of the non.executive directors, with the exception
of the Chairman, to be independent for the purposes of the Combined
Code. Each of these directers have been identified on pages 54 and 55
of this report.

Peter Weinberg was appointed to the Board in 2005. As Mr Weinberg
was a senior director of Goldman Sachs Inc. (an investment bank that
provides services to BAE Systems) the Board addressed the issue of
his independence prior to his appointment in light of provision A.3.1 of
the Combined Code concerning the possible existence of a ‘material
business relationship’ between the director and the Company or
between the Company and a party with which the director is a major
shareholder, senior employee, partner or director. It determined that
he was independent for the purposes of the Combined Code,
notwithstanding the relationship with Goldman Sachs. The reasons
for reaching this conclusion were:

- Goldman Sachs is a very large organisation with many clients.
BAE Systems Is therefore just one of many clients it has worldwide
and the fees earned from its relationship with the Company
represent a very small part of its total revenues. As a consequence,
the Board believes that the relationship between the Company and
Goldman Sachs does not represent ‘a material business
relationship’; and

- prior to his appointment to the Board, Mr Weinberg had no
involvement with BAE Systems and none of the executive directors
or the Chairman had had any business dealings with him.

Mr Weinberg ceased to be associated with Goldman Sachs in 2006.

In 2007 the Board was scheduled 10 meet eight times and in addition
one day was spent reviewing strategy. Additional Board meetings are
called as required and in total the Board met 12 times during the year.

The Board has appointed Sir Peter Mason as the Senior Independent
Director. Amongst the duties undertaken by Sir Peter during the year
was 1o meet with the non-executive directors without the Chairman
present to appraise the Chairman’s performance.

The attendance by individual directors at meetings of the Board and
its committees in 2007 was as follows:

Cerporate Non-Executive

: Audit Responsibility Nominations Remuneration Directors” Fees
Director Board Committee Committee Commitiee Committee Committee
Professcr S Birley! 3{5) - 1(1}) - 3(3) -
Mr P Carroll 11 {12) - 5 (B) 7(8) - -
Dr U Carteltieri? 8(9) 34{3) - - - -
Mr C V Geoghegan 10 (12) - - - - -
Mr M J Hartnall 12 (12) 4 (4) C - - - -
Mr W Havenstein 11(12) - - - - 1{1)
Mr A G Inglis® 6(6) - 2(2) - - -
Mr ) G King 11 (12) - - - - -
Sir Peter Mason 10(12) 344 - 7(8) - -
Mr S L Mogfordt 34(5) - - - - -
Mr R L Oiver 12 (12) - - B (8) - 1{1)
Mr R Quarta g (12} 141y - - 8(8B) -
Mr G W Rose 12 (12} - - - - -
Sir Nigel Rudd 11(12) - 5 (5) - 8 (B) -
Mr M J Turner 12(12) - - - - 1{1)
Mr P A Weinberg 10(12) - 5(5) - 7(8) -

Figures in brackets denote the maximum number of meetings that could have been attended.
1 retired from the Board on 9 May 2007

2 retired from the Board on 26 September 2007

3 appointed to the Board on 13 June 2007

4 in attendance at three additional meetings when not a member of the Committee
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The Company’s Articles of Association require that all new directors
seek re-election to the Board at the foliowing AGM. In addition, all
directors are required to stand down and seek re-election to the
Board at least once every three years.

The Board has set out in the Notice of Annual General Meeting
(enclosed with this report) their reasons for supporting the re-election
of those directors seeking re-election at the forthcoming AGM.

Internal control

The Board has conducted a review of the effectiveness of the Group's
system of internal controls, including financial, operational and
compliance controls and risk management systems, in accordance
with the Combined Code and the Turnbull guidance (as revised).

BAE Systems has developed a system of internal control that

was in place throughout 2007 and to the date of this report, that
encompasses, amongst other things, the policies, processes, tasks
and behaviours that taken together, seek to:

— facilitate the effective and efficient operation of the Company
by enabling it to respond appropriately to significant operational,
financial, compliance and other risks that it faces in carrying out
its business;

— assist in ensuring that internal and external reporting is accurate
and timely and based on the maintenance of proper records
supported by robust information gathering processes; and

— assist in ensuring that the Company complies with applicable laws
and regulations at all times and also internal policies in respect of
the standards of behaviour and conduct mandated by the Beard.

Reporting within the Company is structured so that key issues are
escalated through the management team ultimately to the Board

if appropriate. The Qperational Framework provides a common
framework across the Company for operational and financial controls
and is reviewed on a regular basis by the Board. The business policies
and processes detailed within the Operational Framework draw on
global best practice and their application Is mandated across the
organisation. Lifecycle Management (LCM} is such a process and
promotes the application of best practice programme execution and
facilitates continuous improvement across the Group. It considers
the whole life of projects from inception to delivery into service and
eventual disposal, and its application is critical to our capability in
delivering projects to schedule and cost.

Further key processes are Integrated Business Planning (IBP}, Quarterty
Business Reviews (QBR) and Performance Centred Leadership (PCL).
The IBP, approved annually by the Board, results in an agreed long-term
strategy for each business group, together with detailed nearterm
budgets. The QBRs, chaired by the Chief Operating Officers, evaluate
progress against the IBP and business performance against objectives,
measures and milestones. PCL drives business success by linking
individual goals to those of the organisation enabling employees to
understand how their own success contributes to the success of the
whole business.

Whilst the gquality of the control processes is fundamental to the
overall control environment, the consistent application of these
processes is equally important. The consistent application of
world-class control processes is a key management objective.

The Company is committed to the protection of its assets, which
include human, property and financial resources, through an
effective risk management process, underpinned where appropriate
by insurance.

The Internal Audit team independently reviews the risk identification
procedures and control processes implemented by management. It
provides objective assurance as to the operation and validity of the
systems of internal control through a programme of cyclical reviews
making recommendations for business and control improvements
as required.

The Board has defegated to the Audit Committee responsibility for
reviewing in detail the effectiveness of the Company’s system of
internal controls. Having undertaken such reviews, the Committee
reports to the Board on its findings so that the Board as a whole can
take a view on this matter. In order to assist the Audit Committee and
the Board in this review, the Company has developed the Operational
Assurance Statement (OAS) process. This has been subject to regular
review over a number of years, which hag resulted in a number of
refinements being made. '

The OAS requires that each part of the business completes a formal

review of its compliance against the Operational Framework, including
operational and financial controls and risk management processes.

It is signed-off by the managing director of every line of business and
relevant functional directors. The QAS is completed every six months
and includes a formal assessment of business risk.

The overall responsibility for the system of internal control within
BAE Systems rests with the directors of the Company. Responsibility
for establishing and operating detailed control procedures lies with
the line leaders of each cperating business.

In line with any system of internal control, the policies and processes
that are mandated in the Operational Framework are designed to
manage rather than eliminate the risk of failure to achieve business
objectives, and can only provide reascnable and not absolute
assurance against material misstatement or loss.

The responsibility for internal control procedures with joint ventures
and other collaborations rests, on the whole, with the senior
management of those operations. The Company monitors its
investments and exerts influence through Board representation.

Going concern

After making due enquiries, the directors have a reasonable
expectation that the Group has adequate resources to continue
operational existence for the foreseeable future. For this reason they
continue to adopt the going concern basis in preparing the accounts.

Relations with shareholders

The Company has a well-developed investor relations programme
managed by the Chief Executive, Group Finance Director and Investor
Relations Director. In addition, the Chairman is in regular contact with
major shareholders and looks to keep them informed of progress on
corporate governance matters. In order to assist in develeping an
understanding of the views of major shareholders, each year the
Company commissions a survey of investors undertaken by external
consultants. The results of the survey are presented to the Board. ‘

The Company maintains a comprehensive investor Relations website ‘
that provides, amangst other things, information on investing in i
BAE Systems and copies of the presentation materials used for key
shareholders presentations. This can be accessed via the Company’s
website, www.baesystems.com,

The AGM provides all shareholders with the opportunity to develop
their understanding of the Company and ask questions on the matters
put to the meeting including this Annual Report. All shareholders are
entitled to vote on the resolutions put to the AGM and, to ensure that
all votes are counted, the Company's Articles of Association requires
that a poll is taken on all the resolutions in the Notice of Meeting,

The results of the votes on the resolutions will be published on the
Company's website.
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Audit Committee report

Michael Hartnall
Audit Committee
Chairman

Members

Michae! Hartnall (Chairman}
Sir Peter Mason

Roberto Quarta

During the year, Dr Ulrich Cartellieri was a member of the Committee
until his retirement from the Board on 26 September 2007.

Responsibilities

- Reviewing the effectiveness of the Company's financial reporting,
internal control policies and procedures for the identification,
assessment and reporting of risk.

- Monitoring the role and effectiveness of the Internal Audit
function including approving the appointment or removal
of the Head of Interna! Audit.

- Considering and making recommendations to the Board
on the appointment of the Auditors.

- Keeping the relationship with the Auditors under review, including
the terms of their engagement and fees, their independence and
their expertise, resources and qualifications.

- Monitoring the integrity of the Company's financial statements.
- Reviewing significant financial reporting issues and judgements.

The full terms of reference of the Audit Committee can be
found on the Company’s website or can be obtained from the
Company Secretary.

Governance

The Audit Committee was in place throughout 2007 during which all
its members were non-executive directors deemed to be independent
in accordance with provision A.3.1 of the Combined Code.

The Committee is chaired by Michael Hartnall who is a chartered
accountant and has relevant experience of serving as a finance
director of a large UK listed company.

The Committee normally asks that the Chief Executive, Group Finance
Director and Head of Internal Audit attend its meetings. However,
during the year the Committee held individual meetings without
Company executives present, with only the Head of Internal Audit
present and also with only the external auditors present.

The Committee met four times in 2007.

Activities

One of the Committee’s principal duties is to review the effectiveness
of the Group’s internal control processes. Robust internal controls are
essential. They ensure that the information on the performance of the
Company is accurate and timely, thereby assisting management and
directors in the effective management of the Group. They are also
essential in ensuring that the Group complies with law and regulations
including those that concern external reporting. As in previous years,
the Committee received a report and presentation from the Auditors
summarising the findings of their review of the Group's control
environment. In addition, the Committee received reports on control
matters from the Internal Audit function and, as explained on page 60,
twice during the year it reviewed the findings from the Group's
Operational Assurance Statement process.

One of the Committee’s key responsibilities is monitoring the
effectiveness of the Company's Auditors and Internal Audit function.
Each year the Committee reviews the results of an internal evaluation
of the perfermance of the Internal Audit function that looks at its
effectiveness in terms of work planning, the skills and experience
available to the function, quality of reporting, implementation of audit
recommendations and its independence. In addition, last year the
Committee commissioned an independent third party to provide the
Committee with an external view of the effectiveness of the Internal
Audit function - this being in line with best practice recommended

by the Institute of Internal Auditors.

An evaluation of the effectiveness of the Auditors, KPMG Audit Plc,
was completed during the year.

The Committee accepts that certain work of a non-audit nature is best
undertaken by the Auditors. The Audit Committee reviews the amount
and nature of non-audit work undertaken by the Auditors during the
year and has agreed that, whilst it believes it is not appropriate to
manage such work by limiting it to a certain percentage of audit work,
such work should be controlled to ensure that it does not compromise
the independence of the Auditors. Consequently, the Committee has
agreed the following rules to control the quantity and the nature of the
work undertaken by the Auditors:

- any non-audit work to be undertaken by the Auditors in excess
of £250,000 to be authorised by both the Chairman of the Audit
Committee and the Group Finance Director;

- no partner/director of the Auditor's worldwide audit team is to be
employed by the Company within two years of the conclusion of a
relevant audit;

— no qualified member of the worldwide audit team at manager level
or below is to be employed by the Company within two years of the
conclusion of a relevant audit; and

- no partner/director of the Auditors not associated with the audit is
to be employed by the Company without the approval of the Group
Finance Director and the Chairman of the Audit Committee.

As part of the Committee’s annual schedule of meetings, a meeting

is held at one of the Company's operations so that members of the
Committee can meet management and develop a greater understanding
of various aspects of the Company. This year a meeting of the
Committee was held at the Woodford site in the UK where the Regional
Aircraft business and Nimrod MR4A programme were reviewed.
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The Audit Committee also undertock the following during 2007: R - .
) . _ Nominations Committee report
- reviewed the effectiveness of the Group’s internal controls and the

disclosures made in the Annual Report on this matter;

- reviewed the output from the Group-wide process used to identify,
evaluate and mitigate risk;

- received a report from the Auditors on their review of the
effectiveness of the controls across the Group;

— reviewed the financial statements in the 2006 and 2007 Annual

MBIAGI SSAUISNG — Lol ,5i01081|]

Report and the Interim Report issued in August 2007, and received ziCk _Olv:.;r c itt
a report from the Auditors on the statements; ng;':':afns emmitiee
- reviewed and agreed the approach and scope of the audit work
to be undertaken by the Auditors;
-~ . ) ) Members
g - 3%?’8?(; L!::l?t'fees to be paid to the Auditors in respect of the Digk Olver (Chairman)
= ’ Phil Carrell
2— - received a report from the Head of Internal Audit on the work Sir Peter Mason
g undertaken by the internal Audit function;
] . Responsibilities
T' — undertook an assessment of fraud risks;
g — reviewed proposals concerning the Group’s periodic financial - Reviewing regularly the structure, size and composition of the
3 reporting obligations; Board and making recommendations to the Board on any
£f - reviewed the Group's procedures for disclosing information to the desired changes.
P Auditors and the statement concerning such disclosures in the - Identifying and nominating for the Board's approval suitable
Annual Report; candidates to fill vacancies for non-executive and, with the

- reviewed the Committee’s terms of reference; and assistance of the Chief Executive, executive directors.

- reviewed the effectiveness of the Company's helpline procedures - Planning for the orderly succession of new directors to the Board,
in respect of the reporting qf.possible accounting, financial control - Recommending to the Board the membership and chairmanship
and other financial irregularities. of the Audit and Remuneration committees,

On behalf of the Audit Committee The full terms of reference of the Nominations Committee can

be found on the Company's website or can be obtained from the

Company Secretary.
Michael Hartnall pany Y.

Audit Committee Chairman
Governance

The Nominations Committee was in place throughout 2007. R is
chaired by the Chairman of the Company. Whilst he is not deemed
1o be independent, the other two members of the Committee are
independent non-executive directors in accerdance with provision
A.3.1 of the Combined Code.

The Committee normally asks the Chief Executive and Group Human
Resources Director to attend its meetings. However, during the year
the Committee did meet without Company executives present.

SIUBLWIIETS |elduBULY

The Committee met eight times in 2007.

Activities

The Committee is respensible for nominating suitable candidates

for appointment to the Board ~ in both executive and non-executive
capacities. When the Committee identifies a need to recruit new non-
executive directors, a profile of the ideal candidate is produced based
on the skills and experience required. The Company is increasingly
global and locks beyond both the UK and the US to identify the

right people. Search consultants have an important role to play

in identifying suitable candidates based on the Committee's
requirements. In 2007, The Zygos Partnership was engaged to
assist in such search activities.

UONBWIIONI IBPIoY3IRYS

Each year the Committee undertakes a detailed review of the
Company's management resources and the succession plans for all
senior executive positions. The Committee is interested in both the
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quality of management resource and also its depth, looking at who

is ready to take on specific management positions now, as well as
who is likely to come through in the next couple of years and beyond.
The Committee alse monitors the development of senior management,
ensuring that individual development plans are in place.

Qverseeing the process for the appointment of executive directors

is the most important task that the Committee has to perform. As
reported on page 57, the Committee is undertaking the task of finding
the right person to succeed Mike Turner when he retires later this year.
This process was started last year and the Committee is committed to
doing this in line with best practice, reviewing rigorously both external
and internal candidates.

On behalf of the Nominations Committee

Dick Olver
Nominations Committee Chairman

Corporate Responsibility Committee report

Peter Weinberg

Corporate
Responsibility
Committee
Chairman

Members

Peter Weinberg (Chairman)

Phil Carroll

Andy Inglis

Sir Nige! Rudd

Responsibilities

- Asslsting the Board on overseeing the development of strategy
and policy on social, environmental and ethical matters.

- Monitoring and reviewing the Company’s performance in
managing social, envirenmental, ethicat and reputational risk.

- Overseeing and supporting key stakeholder engagement
on soclal, environmental and ethical issues,

The full terms of reference of the Corporate Responsibility
Committee can be found on the Company’s website or can
be obtained from the Company Secretary.

Governance

~ The Corporate Responsibility Committee was in place throughout 2007

during which all its members were non-executive directors deemed to be
independent in accordance with provision A.3.1 of the Combined Code.

The Committee normally asks the Head of Internal Audit, Group
Human Resources Director, Group General Counsel and Corporate
Responsibility Director to attend its meetings.

The Committee met five times in 2007.

Activities

Corporate responsibility concerns a company’s economic, social

and environmental impact. All companies are different when it comes
to their impact in these areas and therefore it is important for the
Corporate Responsibility Committee to focus on the areas of corporate
responsibility that are of particular importance for BAE Systems. The
Committee has therefore agreed that its prime focus should be ethics
and health and safety. However, it also deals with a range of other
areas, including matters such as workforce diversity and a range

of environmental matters.

The Committee monitors and reviews compliance with the Company’s
standards of business behaviour and the work undertaken 1o ensure
that all employees are aware and understand the application of these.
The activities of the Committee during 2007 included reviewing the
Company's Ethics Helpline and Group ethics awareness programmes,
including the results of surveys assessing such awareness. As
reported elsewhere in this report, the Board has formed the Woolf
Committee to study and report on the Group's ethical policies and
processes. During the year the Corporate Responsibility Committee
met with members of the Woolf Committee to discuss ethics in
general and its role in relation to the prospective implementation
and assurance of activity that may be recommended. We look
forward to the publication of the report later this year.

The heaith and safety of our employees is a key priority for the Company
and also for the Corporate Responsibility Committee, We monitor safety
performance and have reviewed various aspects of the management

of health and safety within the Company. In addition, the Committee
considered the output from a workshop held by management on
corporate responsibility and was pleased to endorse the priority

it is giving to health and safety in addition to ethics.

During the year the Company has been developing further its risk
management processes, particularty in respect of the monitoring and
mitigation of non-financial risks. The Committee reviews, on an annual
basis, the relevant output from such processes as they relate to health
and safety, workplace policies, environmental impact, business ethics
and compliance with anti-corruption laws and regulation.

The Committee undertook the following activities in 2007:

- received reports on corporate responsibility matters including,
amongst other things, engagement with shareholders and safety,
health and environment performance information;

- recelved reports from the Internal Audit function on audits
undertaken on ethical and environmental matters;

- reviewed and approved the proposed approach to progress the
Company towards a ‘best in class' position on safety performance;

- reviewed the Company Corporate Responsibility Report;
- reviewed its terms of reference; and .

- liaised with the Remuneration Cemmittee on the setting of corporate
responsibility-related non-financial objectives to be included in the
directors’ annual bonus plan.

See pages 37 to 43 for more detail on the Group's corporate
responsibility activities.

On behalf of the Corporate Responsibility Committee

Peter Weinberg
Corporate Responsibility Committee Chairman
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The Board has delegated authority for remuneration policy and
determining the specific packages for the Chairman and executive
directers to the Remuneration Committee, and has delegated
authority t0 agree fees payable to the non-executive directors to
the Nen-Executive Directors' Fees Committee. The reports from
both these Committees are incorporated into this Remuneration
report, together with a report on the remuneration or fees paid to
directors and the policy underpinning this.

The Remuneration report is structured as follows:
- Remuneration Committee report
- Nen-Executive Directors’ Fees Committee report

- Remuneration reporting
- Remuneration policy and service contracts for executive directors
- Chairman’s appointment, term and fees
- Non-executive directors’ appointment, term and fees

- Tabular information on directors’ shareholdings, emoluments,
pensions and share-based incentives

Remuneration Committee report

Sir Nigel Rudd
Remuneration Committee
Chairman

Members

Sir Nigel Rudd (Chairman)
Roberto Quarta

Peter Weinberg

During the year, Professor Sue Birley served as a member and as
Chairman of the Remuneration Committee until her retirement from
the Board on 9 May 2007.

Responslbilities

- Agreeing a policy for the remuneration of the Chairman, executive
directors, members of the Executive Committee, the Company
Secretary and other senior executives.

- Within the agreed policy, determining individual remuneration
packages for the Chairman and executive directors.

- Agreeing the terms and conditions to be included in service
agreements for executive directors, Including termination
payments.

- Approving any employee share-based incentive schemes and
any performance conditions to be used for such schemes.

- Determining any share scheme performance targets.

The full terms of reference of the Remuneration Committee,
which conform with the requirements of the Combined Code,
can be found on the Company's website or can be obtained from
the Company Secretary.

Governance

The Committee is chaired by Sir Nigel Rudd and all of its members
are independent non-executive directors. The Company's Chairman
and Chief Executive attend Committee meetings by invitation only.
They do not attend where their individual remuneration is discussed
and no director is involved in deciding his own remuneration. .

In 2007 the Committee met eight times and details of attendance
at these meetings are provided in the Corporate Governance Report
on page 59.

In August 2007 the Committee appointed Kepler Associates as its
Independent Adviser. The role of the Committee's Independent

Adviser is to provide advice to the Committee and its individual
members on all aspects of the Committee's remit, and Kepler
Associates will not undertake any work for the Company whilst they
are retained as the Committee’s Independent Adviser. Representatives
from Kepler Associates have attended each of the Committee
meetings since their appointment and will be in attendance at all
meetings unless specifically requested otherwise by the Committee.

During the year the Committee also received material assistance

and advice on remuneration policy from the Company’s Human
Resources Director, Alastair Imrie, and the Human Resources Director,
Group Remuneration and Benefits, Graham Middleton. Dick Qlver
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and Mike Turner, in their respective capacities as Chairman and
Chief Executive, also provided advice that was of material assistance
to the Committee.

Legal advice to the Committee has been provided by Linklaters

and Freshfields Bruckhaus Deringer, who are both appointed by the
Company, and who also provided services to the Company during the
year. The Committee is satisfied that the services provided to it by
these firms were of a technical nature and did not create any conflict
of interest. If a confiict of interest were to arise in the future, the
Committee would appoint separate legal advisers from those used
by the Company.

PricewaterhouseCoopers (PwC), who are appointed by the Company
and also provided services to the Company during the year, provided
detailed information on market trends and the competitive positioning
of packages. New Bridge Street Consulting, who are appointed by the
Committee, provided advice on long-term incentive plans and the total
shareholder return figures for assessing the performance condition
under the Performance Share Plan.

Activities

In discharging its responsibilities, the Committee has, during the year,
undertaken a thorough review of the Company's reward strategy. As a
result of that review, the Committee has agreed a number of changes
as set out in this report. In addition, the Committee has agreed the:

- performance targets for the year and progress against those targets;

- operation of the long-term incentive plans and policy for executive
share scheme grants inciuding the level of individual grants and
performance conditions;

— policy for the operation of the all-employee share schemes;
— award of bonuses based on the prior year's performance;
— Chairman's fees for his second three-year term;

— base salary for the two new Chief Operating Officers in the light
of their progress at the half year;

- discretionary elements of the executive share plans;

- terms on which Steve Mogford and Chris Geoghegan left the
Company during the year; and

— terms on which Mike Turner will retire from the Company at the end
of August 2008.

In addition, the Committee has also:
- reviewed the Remuneration report; and
— consulted with major shareholders over aspects of remuneration policy.

The Company's remuneration strategy, policy and details of executive

remuneration are set out on pages 66 to 83 of this Remuneration report.

On behalf of the Remuneration Committee

Sir Nigel Rudd
Remuneration Committee Chairman

Non-Executive Directors’ Fees Committee report

Dick Olver
Non-Executive Directors’
Fees Committee
Chairman

Members

Dick Qlver (Chairman)
Philip Bramwell

Walt Havenstein

Mike Turner

Responsibilities

- Reviewing the fees payable to non-executive directors
(excluding the Chairman) and rmaking changes to such fees
as deemed appropriate.

Governance

The Non-Executive Directors’ Fees Committee has delegated authority
from the Board to agree fees payable to non-executive directors on
its behalf.

Activities
The Board has approved the following guidelines to be used by the
Committee when discharging its responsibilities:

- fees shall be sufficient to attract and retain individuals with the
necessary skills, experience and knowledge required to ensure that
the Board is able to discharge its duties effectively;

—in setting fees the Committee shall have regard to the amount of
time individual non-executive directors are required to devote to their
duties and also the scale and complexity and international nature of
the business and the responsibility involved;

- fees payable to non-executive directors shall be paid in cash and
shall not be performance-related; and

— non-executive directors shall not participate in the Company’s share-
hased incentive schemes or pension scheme.

The Committee held one meeting in 2007 attended by all members,
and met in January 2008.

On behalf of the Non-Executive Directors’ Fees Committee

Dick Olver
Non-Executive Directors’ Fees Committee Chairman
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Remuneration strategy and policy for executive directors

This section of the report explains the Company’s remuneration strategy and policy, the individual components of executive directors

remuneration and details of their service contracts as required by legislation.

Remuneration strategy and 2007 review

The Company's remuneration strategy, policy and package for executive directors is:

Strategy

Policy

Package

To provide a remuneration package that:
- helps to attract, retain and motivate

- is aligned to shareholders’ interests

~ is competitive against the appropriate

- Set base salary at median competitive
level

— Reward upper quartile performance with
upper quartite reward

- Base salary
- Annual bonus
- Long-term incentive plans
- Executive Share Option Scheme*

market — Balance between:

+ short and long-term reward

- fixed and variable reward

« with balance becoming more long-term
and more highly geared with seniority

— Competitive package of benefits

+ Performance Share Plan
+ Share Matching Plan

- Pension provision

- Car/allowance

- Other benefits

- Global alliemployee incentive ptan
* no further awards from 2008

— encourages and supports a high-
performance culture

—is fair and transparent

— can be applied consistently throughout
the Group
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in the second half of 2007, the Committee undertook a full review
of the remuneration arrangements for executive directors to ensure
they remained appropriate and supported the Group strategy given
the growth of the Group internationally and the increased focus on

detailed below. These changes will flow down to the 250 most senior
executives within the Group globally to create a consistent global
approach to reward.

Following the announcement in October 2007 that the Chief

%" excellence in Programme Management and throughlife support. Executive, Mike Turner, would retire from the Company at the end of
2 As a result of the review, the Committee has made a number of August 2008 after 42 years with the Company, the Committee has
B changes to the arrangements for executive directors for 2008 as agreed a separate arrangement for him detailed on page 70.
&
T
3
ﬁ Objectives of the review and summary
w
Objective Summary of changes made
Increase focus on sustainable - Increase to one-third the proportion of annual bonus driven off specific ocbjectives
long-term performance — Part of the annual bonus to be specifically linked to performance on safety, ethics and diversity
— Compulsory deferral of at least one-quarter of annual bonus into the Share Matching Plan
— Increase proportion of package delivered through long-term incentives
— Further extend eligibility of long-term incentive plans to cover the top 250 senior executives globally
w Simplify package with more — Replace share options by improved awards of performance shares
| ;3‘ transparent link between - Increase focus on longterm Earnings per Share (EPS) as key driver of long-term performance
2 performance and reward — Half the awards of performance shares to be based on Total Shareholder Return (TSR) and half on EPS
2 - Use actual growth in EPS rather than real growth in excess of UK inflation
@ — Improve Share Matching Plan to increase its weight in package
=
% Competitive package with — Improved maximum bonus levels coupled with reduced payout for achieving the base financial targets
& increased reward for improved  — Uniform match of 1:1 for 2008 awards under Share Matiching Plan for all eligible executives
g’ performance — Improved 2:1 match for 2009 awards under Share Matching Plan for improved performance
- Increased awards of performance shares where necessary to maintain competitive package
Incentivise increased share — All future awards of long-term incentives will be made over shares rather than options
ownership amongst executives — Compulsory deferral of part of the annual bonus into Share Matching Plan
— Extend eligibility of long-term incentives and improve award levels
- Extend Minimum Shareholding Requirement to all senior executives receiving long-term incentives

S~

L To drive creation of long-term value for shareholders
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The Committee's executive remuneration policy continues to be

to set base salaries at median competitive levels, taking into account
performance and experience in role, whilst seeking to reward upper
guartile performance with potential upper guartile remuneration
through the focused use of bonus schemes and share-based
incentives. The Committee believes that the above changes and
improvements to the incentive packages will:

- bring the remuneration packages into line with market
competitive levels;

- simplify the arrangements to improve line-of-sight between
performance and reward;

- shift the focus towards long-term sustainable growth in EPS;

- reinforce the key aspects of the Group’s corporate responsibility
agenda;

- directly align short-term and long-term reward through compulisory
deferral of part of the bonus into the Share Matching Plan for all
executive directors; and

- increase the gearing to drive for high performance as most of
the improvement in package is only delivered for achieving more
stretching targets.

The Committee intends to continue with the executive remuneration
policy as detailed in this report in 2008 and subsequent years,

and will continue to consult on material changes with principal
shareholders. The principles of the remuneration strategy are applied
consistently across the Group, taking account of seniority and local
market practice.

The following sections describe the changes made in more detail
and the specific arrangements for executive directors.

Approach to the review

The review not only considered the Company's executive remuneration
packages against the market but also the Company’s performance

to date, its strategy for the next five years and the views of the
Committee members and senior executives.

Information on the market for comparable management positions
was provided by PwC so that the Committee could form a view as
to where to position the various etlements of the package relative
to comparable companies.

The methodology used was to construct appropriate comparator
groups for the individual positions, taking account of company size,
scale of operaticns and breadth of role. The comparator group for
the UK executive directors comprised 25 of the FTSE 50 companies
(excluding financials and retail} with market capitalisation nearest

to that of BAE Systems {12 larger and 13 smaller). The Committee
believes that the change from a comparator group based on turnover
(as used last year} to one based on market capitalisation creates
better alignment between the value placed on the Company and

the value placed on the executives who manage it.

For the US Chief Operating Officer, regression analysis was used on

US aerospace, defence and general industry sector data to produce
appropriate market figures consistent with the size and scale of the
US business, adjusting where necessary 1o reflect the extra responsibility
for his plc beard role.

The base salary, total cash reward (base salary plus annual bonus),
total direct reward (total cash reward plus long-term incentives)
and total reward (total direct reward plus pension) were analysed
at the median and upper quartile for the relevant posts in the
comparator group companies. This gives the Committee a view

on the competitiveness of the individual elements of the package
as well as the package as a whole.

The Committee also reviewed the trends in the elements of remuneration
to ensure that the structure of the package stays in line with market

practice, and also takes account of the performance of the individual, the
Company as a whole and the pay and conditions of Group employees.

Base salary

As a result of the above review and, having taken account of the
competitive positioning, performance and general market trends,
the Committee has increased the annual base salaries of executive
directors with effect from January 2008 as follows:

Base salaryat  Base salary at Percentage
Executive director 31 Deceinber 2007 1 January 2008 increase
George Rose
Group Finance Director £560,000 £592,500 5.8%
lan King?
Chief Operating Officer —
UK/Rest of World £560,000 £592,500 5.8%
Walt Havenstein?®
Chief Operating Officer —
us $850,000  $900,000 5.9%

1 The two Chigf Operating Officers were new in post at the beginning of 2007, Fellowing
a half year review of performance in thei: new roles, the base salary of lan King was
increased from £530,000 to £560,000, and that of Walt Havenstiein was increased
from $750,000 to $850,000, with effect from 1 July 2007,

Annual bonus

Structure: The annual bonus for 2008 has been restructured to
increase the focus on long-term performance and risk management
{both business risk and reputation risk). To further reinforce the
importance of key aspects of the Group’s corporate responsibility
agenda, a specific part of the annual bonus will be based on driving
performance and improvement in ethics and safety. The structure of
the annual bonus for 2008 will be:

Measure % of bonus
In-year financial performance 66%| Down from 75%
Ethics and safety 12%

Up from 25%
Other objectives that support the
Executive Committee's top ten objectives 22%

At present, executive directors can invest some or all of their net
annual bonus into the Share Matching Plan {SMP). To increase the
alignment between short-term and long-term reward, exacutive
directors will be required to invest at least one-quarter {one-third for
the Chief Operating Officer — US) of their net 2008 annual bonus into
the SMP when the bonus is paid in 2009. Further investment can be
made on a voluntary basis up to a maximum investment of half their
net bonus.

Levels: To rernain competitive and to increase the gearing to drive for
high performance, the maximum bonus levels have been increased
to market median levels but the payout for achieving on-target
performance against the inyear financial targets has been reduced
from 50% to 40% of maximum. The table below summarises the
revised bonus structure and levels for the executive directors.

Maximum bonus as UK executive directors US executive director

percentage of salary Current New Current New
In-year financial

performance 75% 83% 112.5% 150%
Ethics and safety 15% 27%
Other objectives 25% 37.5%

supporting

the Group strategy 27% 48%
Total 100% 125% 150% 225%
Bonus compulsorily

invested into SMP - 31.25% - 75%
Maximum bonus

payable in cash 100% 93.75% 150% 150%
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The financial targets, both base and stretch, are derived from the
Integrated Business Plan (IBP), which is agreed by the Board and
which implements corporate strategy on a group-wide basis by
ensuring that business plans which support the strategy are
integrated across all businesses. In determining the in-year financial
performance measures, the view was taken that the Company's major
investors believe EPS and cash targets (and, where appropriate,
EBITA!) to be key indicators of long-term financial performance and
value creation.

The Executive Committee top ten objectives are agreed by the Board
each year as those key to delivering the Group's strategy. These are
sel out on page 11 and used as the basis 1o set the individua)
objectives for the executive directors which are agreed by the
Chairman and the Committee. These then flow down to members of
the Executive Committee and the senior leadership team to ensure
that all businesses within the Group are aligned with the overall Group
strategy. The annual bonus targets set by the Committee for the
executive directors, which the Committee believes are stretching

but achievable, are summarised in the table below.

Long-Term Incentive Plans (LTIPs)

To simplify the LTIPs and increase the line of sight between the
executive's reward and performance, no further awards of share
options will he made (except in exceptional circumstances, eg to
secure a new hire in a competitive situation). Instead, the awards of
performance shares will be increased and half the award will be based
on an EPS performance condition with the other half based on TSR.

At present, the LTIP arrangements that use EPS growth (ie share
options and the Share Matching Plan for executive directors) use real
growth in EPS in excess of UK inflation and have stepped vesting with
one-third vesting at real annual growth of 3%, jumping to two-thirds
vesting at 4% pa and full vesting at 5% pa. From 2008, where EPS

is used as a measure in LTIPs, actual (ie nominal) rather than ‘real’
EPS growth will be used, with a straight line vesting scale to avoid
stepped vesting.

- Share Matching Plan (SMP)

The SMP is seen as a key part of the long-term incentive package,
directly linking shortterm reward with long-term reward. A more
detailed explanation of the SMP is contained on page 72. For awards
in 2008 in respect of the 2007 annual bonus, none of the matching
shares will vest unless the annual EPS growth over the three-year
performance period exceeds 5% pa, increasing uniformiy from no
match to a 1:1 match for 8% pa growth.

For 2009 awards in respect of the 2008 annual bonus, the matching
scale will be extended on a uniform basis to provide a 2:1 match for
annual EPS growth of 11% pa. However, executive directors will only be
able to invest a maximum of half their net annual bonus into the SMP,

The increase in match from 1:1 to 2:1 for increased performance, to
be applied in 2009, will require formal shareholder approval which will
be sought at the May 2008 AGM.

- Share options

Details of the current Executive Share Option Plan are set out on
page 79. No further grants of share options will be made, except in
exceptional circumstances.

- Performance Share Plan (PSP}

A detailed explanation of the PSP is contained on page 71. The
Committee believes that the PSP offers better value for money than
share options as executives generally place a higher value on such
plans than share options, and they require fewer shares to deliver the
same value, thus reducing the dilutive effect of executive share-based
reward. Following the decision not to award further grants of share
options, the Committee has made a number of changes to the PSP,

In line with current corporate governance guidelines, shares awarded
under the PSP will attract dividends prior to vesting. The additional
value of these dividends has been taken into account in assessing
the overall value of awards to be granted.

To further increase the proportion of the package driven off long-term
EPS growth, half the PSP awards will be based on the current TSR
performance condition and vesting scale, with the other half based
on EPS growth.

The EPS performance condition will be based on annual EPS growth,
with no vesting at 5% pa growth, increasing on a straight line basis
to full vesting at 11% pa growth.

To remain competitive and to replace the value of previous share
option grants, the award levels for 2008 will be:

— 200% of base salary for the UK executive directors (split 100%
of salary on PSP™SR and 100% of salary on PSPEPS); and

— 250% of base salary for the US executive director (split 125%
of salary on PSP™R and 125% of salary on PSPEFS),

The PSP was approved by sharehoiders in May 2006, At that time

it was agreed that the Committee should have the ftexibiiity for
executives below Board level to base up to half of any award on
appropriately stretching internal measures, with the rest based on
TSR as at present. In addition, the maximum award under the PSP
was limited to two times base salary. Shareholder approval will be
sought at the May 2008 AGM to base half the PSP award for executive
directors on appropriately stretching internal measures, which will be
EPS for awards in 2008, and to increase the maximum award [evel
under the PSP to four times base salary. Whilst it is not envisaged that
awards at this level will be necessary, it does allow the Committee the
flexibility in future should special circumstances arise. Naturally
shareholders will be consulted on any significant changes to the
normal award levels.

It is proposed that executive directors will receive the 2008 award
of PSP™R in the normal cycle, ie shortly after the Company’s annual
results. The 2008 award of PSP will be made shortly after the May
2008 AGM, hut with a slightly reduced vesting period (eg two years
and ten months rather than the normal three years) so that both
awards vest at the same time.

Annusl bonus as a percentage of base salary for 2008 George Rose lan King Walt Havenstein

Base Stretch Base Stretch Base Stretch
Measure target target target target target target
Group EPS 16.6% 41.5% 8.3% 20.75% 15% 37.5%
Group cash 16.6% 41.5% 8.3% 20.75% 15% 37.5%
Business EBITA? - - 8.3% 20.75% 15% 37.5%
Business cash - - 8.3% 20.75% 15% 37.5%
Ethics and safety Up to 15% Up to 15% Upto 27%
Other objectives supporting the Group's strategy Upto 27% Upto 27% Up to 48%

If performance is between the base and stretch targets, the bonus is prorated on a straight lineg basis

1 eamings before amortisation and impairment of intangible assets, finance costs and
taxation expense
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Pension provision .

Following the changes made recently in the UK in response to
pensions simplification legislation {as reported last year}, and in the
US to increase the pay averaging period for existing executives to ten
years by 2015, no further changes to the pension arrangements for
executive directors are required.

Total value of incentives

In making the above changes to the package, the Company has been
mindful of the impact on the overall value of the package. Using
assumptions consistent with those underlying the value placed on
LTIPs in the Company’s accounts, and assuming executive directors
invest half their net bonus into the SMF, the table below summarises
the proposals and compares ‘expected’ value of the total direct reward
(base salary plus bonus plus long-term incentives) before and after the
changes. As the improvements in the annual bonus levels for 2008
will not feed into the SMP until 2009, and the extension of the SMP
match will not be introduced until 2009, the expected values of the
incentive package delivered in both 2008 and 2009 are shown.

Fixed and performance-related reward

At on-target performance, more than half the package (two-thirds

for the US executive director) is performance related, rising to over
three-quarters for the UK executive directors and over 85% for the
US director at stretch performance. This is shown in the chart below.

M3IA31 SS3UISng - Wodal 510199010

The charts below show the key drivers of performance and their
influence on the incentive package.

Proportion of package value delivered through fixed
and performance-related reward
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Total value of incentives as a percentage of salary a.
UK executive directors US executive director
Current New Current New
- Annual bonus
- On-target 54% 61% 81% 110%
- Maximum 100% 125% 150% 225%
Share Matching Plan
Match Yl -1:1 0-2:1 Yl - 101 0-2:1
EPS growth target (% pa) Real growth Actual growth Real growth Actual growth
of 3% - 8% of 5% - 11% of 3% - 8% of 5% -11% £
Q
- Share option grant g
~ Award {% of salary) 150% - 150% - %
)
‘ PSP grant on TSR "3
| Award (% of salary) 100% 100% 100% 125% g..
TSR vesting L4 at median, 4 at median, 14 at median, *4 at median, 3
‘ All at top 20% All at top 20% All at top 20% All at top 20% =y
=)
PSP grant on EPS 3
Award (% of salary) - 100% - 125%
EPS growth target (% pa) - Nil at 5%, - Nil at 5%,
all at 11% all at 11%
Expected value of total direct
reward as a percentage of salary
2007 258% 293%
2008 282% 366%
2009 298% 400%
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Arrangements for the Chief Executive

On 16 October 2007, the Company announced that Mike Turner, the
Chief Executive, will retire at the end of August 2008. The Committee
agreed a 5.8% salary increase from 1 January 2008, taking account

of his performance and the competitive positioning. This increases his
annual base salary from £945,000 to £1,000,000. He will be eligible
to participate in an annual bonus plan for 2008, with @ maximum bonus
unchanged at 150% of base salary, and with the following targets:

Annual bonus as percentage of base salary Mike Turmer
Base Stretch
Measure targel larget
Group EPS 20% 50%
Group cash 20% 50%
Ethics and safety Up 1o 18%
Other objectives supporting the Group’s strategy Up to 32%

If performance is between the base and stretch targets, the bonus is pro-rated.

He will be etigible to invest up to one-third of his 2007 net annual
benus into the Share Matching Plan but will not be eligible to invest
any of his 2008 annual bonus.

He will not be eligible to participate in the Performance Share Plan
for the 2008 financial year. Instead, the Committee has implemented
a tailored incentive arrangement for the period prior to his retirement
as announced to shareholders on 16 October 2007.

On 16 October 2007, Mike Turner was granted a performance-related
conditional award over 231,618 ordinary shares {‘'Share Award’). The
number of ordinary shares under the Share Award was calculated as
£1,181,250 (being 1.25 times his base salary at that time) divided
by 510p, being the market value of an ordinary share averaged over
the three business days ending 15 October 2007.

The Share Award will vest subject to the satisfaction of certain
performance targets, which the Committee will assess as at 31
August 2008. These targets relate to: continuing the successful
implementation of the Company’s business strategy; satisfaction

of leadership objectives set by the Committee; achieving an orderly
handover of key external relationships; and facilitating an orderly
succession to the Chief Executive role. Any ordinary shares which
vest will be released in two equal tranches over the year following
his retirement. The Share Award will be satisfied by way of a transfer
of existing ordinary shares from the Company’s employee trust.

In tandem with the Share Award, he was granted a conditional cash award
of £1,181,250. This will be subject to the same performance targets, and
will vest and be released on the same basis, as set out above.

The Committee was satisfied that these awards were the most
appropriate incentive for Mike Turner in relation to his remaining
period of service and these targets are consistent with the Company's
strategy of giving emphasis to non-financial objectives in order to
foster a performance culture within the Company.

As this was a special arrangement to facilitate Mike Turner's retention
and incentivisation, shareholder approval was not required under the
Listing Rules. Any benefits under this arrangement will not be
pensicnable.

Performance in 2007
The structure of the 2007 Annual Bonus Plan was set out in last
year's Remuneration report.

2007 was another very successful year, building on the excellent
performances in 2004, 2005 and 2006, Apart from the Australian
business, all the major business groupings achieved their stretch
targets on profit and cash. As a result, all the financial targets within
the 2007 Annual Bonus Plan for executive directors were met at the
stretch level apart from that part of Chris Geoghegan’s bonus linked
to the profit performance of his group of businesses. In addition,
exceltent progress was made against most of the key non-financial
objectives as set out on page 26 and, accordingly, bonus payments
for 2007, which are set out in Table F on page 82, range from 83.9%
to 97% of the maximum bonus for the executive directors who served
throughout 2007.

In addition, the real growth in EPS over the three years to 2007
exceeded 5% pa so that the awards of share options granted in
2005 vest in full.

The Company’s total shareholder return for awards of shares made

in March 2005 under the Performance Share Plan exceeded the upper
quintile position when compared against the comparator group of 18
other defence and aerospace companies. The Committee has
satisfied itself that there has been a sustainable improvement in the
underlying performance of the Group over the three-year performance
period and so this award has vested in full,

Value at 31 December 2007 of £100 investment
at 31 December 2002
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This graph, which has been preduced in accordance with the requirements of
Schedule 7A to the Companles Act 1985, shows the value by 31 December 2007, on
a total sharcholder return basis, of £100 invested in BAE Systems on 31 December
2002 compared with the value of £100 invested in the FTSE 100 Index, The other
points plotted are the values at intervening financial year ends,

The FTSE 100 is considered to be an appropriate comparator for this purpose as It is a
broad equity market index. As BAE Systems is a constituent member of the FTSE 100,
it was deemed to be the most appropriate general UK equlty index.

Value at 31 December 2007 of £100 Investment

)y | H!“O:—'!‘_"] '

O Aerospace & defence comparator group
@ UK executive director pay review comparator group

® BAE Systems
o FTSE 100

The graph above shows the value shareholders have achieved by their Investment

In BAE Systems over recent years as compared to (1) the FTSE 100 Index; (li} the
companies forming the sectoral peer group for the BAE Systems Performance Share
Plan; and (jii) the companies forming the comparator group for the 2007 executlve
pay review, The graph deplcts the value for BAE Systems and the comparators at the
end of 2007 of a single £100 investment made at the beginning of each of the last
flve years.
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Summary of long-term incentive plans

Plan provisions
Performance conditions for grants of awards to be made under the Performance Share Plan and the Share Matching Plan in 2008 are
detailed below. Performance conditions for grants of awards made prior to 2008 are detailed on pages 77 and 78.
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Performance Share Plan (PSP) Performance Condition — PSP™S®
Key features for PSP awards in 2008: — Proportion of the award capable of exercise determined by:
— half the PSP award will be based on a Total Shareholder Return

performance condition (PSP™R) and the other half on an Earnings (i) the Company’s TSR (share prive growth plus dividends) ranking

relative to a comparator group of 18 other international

er Share (PSPEPS)* performance condition; and ! o
P ( e defence and aerospace companies (see table below): =
- length of period for performance condition: three years with any PSP™®_ gectoral peer group 8
; - - N
shares vesting paid out in three equal tranches on vesting* at the Boelng General Dynamics Raytheon 5
end of years three, four and five. Cobham GKN Rockwell Collins 3
*  The PSPES award for executive directors is subject to shareholder approval at the May ~ Dassault Aviation Goodrich Rolls-Royce 3
2008 AGM and, subject to that approval, will have a slightly shorter vesting period so EADS Honeywell International Smiths Group i
that it vests at the same time as the 2008 PSP™R award. Embraer PN Lockheed Martin Thales [
Finmeccanica Northrop Grumman United Technologies g
How the PSP operates — nil vesting if the Company's TSR is outside the top 50% e
of TSRs achieved by the sectoral comparator group and D
50% of award based on 100% vesting if it is in the top quintile (ie top 20%) as set 2
TSR growth relative to out below:
a sectoral comparator
group of companies One-third avallable
aver the three-year ko lr:r:!dledrla::l: ::: the
performance period, PSP_aw'ard ol y ree
joct to ry paid in
shares [ e T T - LT TP PP PPRPITPISPRPRRRPP. SRR R e
psp financial measure (amount The second third -n
A - —— - LU TN - avallable at the L 5
A accordance end of year four g
with [=3
50% of award performance o
based on actual achieved) - The final third @
annual EPS growth avallable at a
over the three-year the end of 20 30 40 S50 60 70 BO 90 100 z
performance period year five Performance relative to comparator group (percerttile) g
2
o
and
p ' ; i —_ (ii} whether there has been a suslained improvement in the
hd d - T T Y Company's underlying financial performance and whether it is
For the US executives, the awards are automatically delivered at the end of years three. appmpnate to relgase Some or arl! of the awards. In.takmg such
four and five, subject to the performance condition achieved. a \”e“'fv the Comm'ttee may consider (but not exclusively) the
following financial metrics: net cash/debt; EBITA; order book;
turnover; risk and underlying project performance.
— Shares under award attract dividends prior to vesting. — Rationale for performance measures: importance to major
B eps investors as an indication of both earnings and capital growth
Performance Condition - PSP ) ) relative to other major companies in the same sector and to 0
— Proportion of the award capable of exercise: determined by the ensure that awards only vest if there has been a clear improvement g
rattle of ar]nua! actua]l EPS growth over the three-year performance in the Company’s performance over the relevant period. 3
period, with nil vesting at annual actual EPS growth of 5% or less &
and 100% vesting at 11% growth as set cut below: Performance of outstanding PSP awards 2
=
g
uh’ -
3 3
[= 3 o
35 =
z = =]
Te £ =]
3 w @B e
b3 ? § 2
-3 g
®g 5
R
° ! 2 3 4 5 & ? 8 9 °ou 24 Mar 05 22 Dec 05 12 Apr 06 30 Mar 07
Annual actual EPS growth (%) (Vests in full Mar 08)
— Rationale for performance measure: major investors consider The graph above summarises the: position for all outstanding
EPS to be a key indicator of long-term financial performance and awards under the PSP as at 31 December 2007. The coloured box
value creation, shows the range of TSR required for 25% vesting to full vesting,

and the square shows BAE Systems’ TSR.
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Share Matching Plan (SMP)

Key features for grants of awards in 2008 and 2009:

- stand-alone share investment plan with the investment linked
to the bonus awarded under the Annual Bonus Plan;

- participants are granted a conditional award of Matching Shares
against the gross value of the bonus invested; and

— Matching Shares attract dividends during the three-year deferral
period, released on vesting of any Matching Shares.

— 2008 awards:

- the executive directors will be invited to acquire shares
{Investment Shares) by deferring part or all of their 2007
net annual bonus into the SMP; and

— match and performance condition: nil match for actual EPS
growth of 5% pa or less, increasing uniformly to a 1:1 match
for 8% pa growth.

- 2009 awards:

- the UK-based executive directors are required to invest one-
quarter of their 2008 net bonus into the SMP and the US-based
executive director one-third;

— maximum level of investment will be 50% of the net annual
bonus; and
- match and performance condition: the match will be extended
from a 1:1 match at 8% pa actual EPS growth, increasing
uniformly to a 2:1 match at 11% pa growth*.
— rationale for performance measure: major investors consider
EPS to be a key indicator of leng-term financial performance and
value creation.
* the increase in the match in 2009 is subject to shareholder approval a1 the May 2008 AGM

Performance condition: SMP 2008 Performance condition: SMP 2009

2 e =

i1

Match

4] 5 a 11 4] 5 8 11
Annual EPS growth % Annual EPS growth %

Share Incentive Plan (SIP)

During 2007 the UK executive directors were eligible to participate in
the allemployee free shares element of the Share Incentive Plan. As
a result of the Company's performance in 2007, all eligible employees
(including the UK executive directors) will be entitled to receive shares
worth £436. A similar arrangement operates for non-UK employees on
a cash or shares basis depending on local tax and security laws.

The Company operates a share purchase arrangement {Partnership
Shares} under the Share Incentive Plan which replaced the SAYE Share
Option Scheme in 2005. Under this arrangement, UK-based employees
(including executive directors) may purchase ordinary shares in

BAE Systems by either monthly investments of between £10 and
£125 a month, or lump sum investments of between £10 and £1,500
in a tax year, both limited to 10% of salary if less. The Partnership
Shares attract Matching Shares. As the plan is an all-employee plan,
the Matching Shares are not subject to performance conditions in
accordance with legislation. Prior to August 2007, one free Matching
Share was awarded for every two Partnership Shares purchased by the
employee, up to a maximum monthly Partnership Share investment of
£30. From August 2007, one free matching share is awarded for each
Partnership Share up to a maximum of £63 per month.

Dividends paid in respect of the shares in the Share Incentive Plan
for UK-based employees are reinvested as Dividend Shares.

Dilution of share capital

The Committee has agreed that, in respect of new issue or treasury
shares, shares representing no more than 1% of the Company's
issued share capital will be used in any one financial year for the
grant of share-based reward in total and an annual limit of 0.5% for
executive share-based reward. The table below sets out the available
dilution capacity for the Company's employee share schemes based
on the limits set out in the rules of those schemes.

2007
Total issued share capital as at 31 December 2007 3,574m
All schemes:
10% in any consecutive 10 years 357.4m
Remaining headroom 245.0m
Executive schemes:
5% in any consecutive 10 years 178.7m
Remaining headroom 111.7m

The number of ordinary shares in issue at 31 December 2007 was
3,574,509,017 and the number of shares granted under option during
2007 totalled 6,160,572 (0.17% of the total shares in issue). With the

changes in remuneration policy as set out above, the Company intends
to use new issue shares to satisfy future share awards under the
executive long-term incentive plans within the 0.5% annual dilution limit.

Personal shareholding policy

The Committee has agreed a policy whereby all executive directors are
required to establish and maintain a minimum personal shareholding
equal to 200% of base salary. As a minimum, a holding equal to 100%
of base salary must be achieved as quickly as possible using shares
vesting or options exercised through the executive share option
schemes or long-term incentive schemes, by using 50% of the shares
that vest or 50% of the options which are exercised on each occasion.
Thereafter, executive directors are required to increase their personal
shareholding gradually, on each cccasion using 25% of the shares
that vest or 25% of the options exercised each year, until a personal
shareholding equal to 200% of annual base salary is achieved and
maintained. These limits are reviewed periodically. A similar
arrangement applies to senior executives eligible for share-hased
long-term incentives with limits aligned to the levels of awards made
under these plans.

Details of the directors' personal shareholdings are shown in Table A
on page 76.

Post-retirement benefits

UK pension benefits

As a result of the age discrimination legislation introduced in 20086,
UK executive directors’ default retirement age will be 65 but they will
retain any previous rights they had to retire and draw their pensions
without actuarial reduction for early payment at an earlier age.

Following the consultations with employees in 2005, a number of
changes were made to the pension schemes in respect of benefits
accruing from 86 April 2006 as a means of funding the deficits
disciosed in the schemes. These changes applied to executive
directors in the same way as to other employees and included the
introduction of the Longevity Adjustment Factor, a reduction in the
maximum level of pension increases and a change in the definition
of Pensionable Pay.

The UK-based executive directors with the exception of lan King (see
below} are members of the BAE Systems Pension Scheme (the Main
Scheme) and the BAE Systems Executive Pension Scheme (the ExPS).
The EXPS tops up the benefits from the Main Scheme and, for
executive directors, is designed to produce a target pension payable
from age 60 of two-thirds of Final Pensionable Pay (FPP) if potential
service is 20 or more years. FPP is defined as base salary averaged
over the last 12 months prior to leaving service in respect of service
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accrued to 5 April 2006 and 36 months prior to leaving in respect
of service from 6 April 2006. These schemes also provide a lump
sum death-in-service benefit equal to four times base salary at date
of death, and a spouse’s death-in-service pension equal to two-thirds
of the prospective pension at normal retirement age. Children’s
allowances are also payable, usually up to the age of 18. Spouses’
pensions and children's allowances are also payable upon death in
retirement and death after leaving the Company’s employment with a
deferred pension. Pensicns are increased annually by the rise in the
Retail Prices Index subject to a maximum increase of 5% per year in
respect of pre 6 April 2006 service and 2.5% per year in respect of
service from 6 April 20086. Directors pay contributions at the same
rate as all other employees participating in schemes.

lan King is a member of the BAE Systems 2000 Pension Plan (the
2000 Plan), applicable to former employees of Marconi Electronic
Systems (MES), and a member of the ExPS. The 2000 Plan provides
a pension of 1/50th of Final Pensionable Earnings (FPE) for each year
of pensicnable service, payable from a normal retirement age of 635,
FPE under the 2000 Plan is the best three-year average of base salary
and bonus in the ten Plan Years prior to leaving, less an offset for
State pensions. The Company decided in 2006 to limit pensionable
honuses in the 2000 Plan in the 2006/07 Plan Year to 20% of base
salary and to 10% of base salary for the 2007/08 Plan Year and
thereafter. However, there is a guarantee that the FPE figure for
benefits service prior to 6 April 2007 will not be less than the FPE
figure at 5 April 2007 to ensure that employees do not lose the
benefit of contributions paid on past bonuses. lan King joined the
ExPS in 1999 following the BAe/MES merger. The ExPS tops up the
2000 Plan benefits to provide a target benefit payable from age 62

of 1/30th of Final Pensionable Pay for each year of ExPS pensicnable
service {subject to a maximum of two-thirds). Final Pensionable Pay for
the purposes of this top up is calculated by reference to base salary
only, averaged over 12 months and 36 months as described above.
Therefore lan King's total pension is the sum of his 2000 Plan
benefits plus the top up from the ExPS.

Following the changes made to take account of the Pensions
Simplification tax changes which came into effect from April 20086,
UK executives reaching the Lifetime Allowance (LTA) are given a
number of choices as previously reported. These are:

| — remain in the pension scheme and pay any additional tax charge; or

- opt out of the pension scheme {and so earn no further pension

| benefits in respect of future service) and instead receive a taxable
salary supplement. This supplement will be 30% of salary and 20%
of salary for those senior executives with a two-thirds salary target
after at least 20 years” and 30 years’ service respectively; or

- restrict scheme benefits to the value of the LTA with the remainder
being provided directly from the Company as an unfunded promise.
At retirement, the unfunded Company benefits can be either taken
as pension or can be commuted in full for a taxable lump sum.

The Committee reviewed these arrangements in 2007 in the light

of developing market practice and believes they remain appropriate
as they provide executives with choices which may better suit their
needs whiist being broadly cost neutral to the Company, are in line
with market practice and do not compensate executives for change
in taxation. '

UK executives, including the UK executive directors, affected or likely
to be affected by the LTA before April 2009 were provided with
independent financial advice paid for by the Company. Mike Turner and
Chris Geoghegan elected to opt out of the pension schemes in April
2006 in return for a cash supplement of 30% of base salary. lan King
and Steve Mogford elected to have their scheme benefits restricted in
return for a Company unfunded promise.

George Rose was affected by the previously applicable inland Revenue
earnings cap on approved pensions and has an unapproved (ie non-tax
qualified) pension arrangement to top up his benefits from the approved

schemes. This was designed so that the total pension from all sources
would be broadly in line with the pension he would have received from
the Group pension schemes had he not heen subject to the earnings
cap. The Pension Simplification tax changes allowed the flexibility to
remove the earnings cap for George Rose in respect of service from
April 20086, although some of his benefits will remain to be provided
by means of an unfunded promise from the Company. No further
contributions will be paid into his funded unapproved top up
arrangement.

US pension benefits

Walt Havenstein is a member of the BAE Systems Employees’
Retirement Plan which provides a pension from age 60 for each year
of pensionable service of 1.25% on his Final Average Pay (FAP) up to
Social Security Covered Compensation (circa $70,000) plus 1.5% on
his FAP in excess of Soclal Security Covered Compensation, FAP is
currently the highest three-year average of base salary plus bonus
but the averaging period will increase by one year each year beginning
in 2009 and reaching a ten-year average in 2015, Directors pay
contributions at the same rates as other employees in the plan. The
pension does not carry any spouse’'s pension or pension increases.
Walt Havenstein also receives a 50% match on his contributions

to his 401(k) plan up to a maximum contribution of 8% of earnings.

Details of post-retirement benefits for each of the executive directors
who served during 2007 are shown in Table G on page 83 and are
calculated in accordance with the requirements of Schedule 7A of the
Companies Act 1985.

Other benefits

Other benefits provided to the executive directors include a car
allowance, the taxable benefit of any private use of a chauffeur and
a cash allowance for medical examination.

The two Chief Operating Officers (COOs) were new in post in 2007,

In view of the requirement for the COO - US role to be based in the
Washington DC area, Walt Havenstein's package includes relocation
expenses in line with the Company’s standard US policy. As the

COO0 - UK/Rest of World is now required to spend increasing amounts
of time in central London, the Committee has also agreed to provide
lan King with a second home allowance.

Executive directors’ service contracts

It is the Committee’s policy that executive directors should normally
have service contracts that provide for the Company to give the
individual 12 months’ notice of termination. This policy has been
chosen because it provides a reasonable balance between the need
to retain the services of key individuals and the need to limit the
liabilities of the Company in the event of the termination of a contract.
The executive directors have service contracts with Group companies
and details of these are as follows:

Date of contract ~ Unexpired term Notice period

Walt Havenstein 1 December 2006 3 months 3 months
either party

lan King 31 January 2007 12 months 12 months
either party

George Rose 16 November 1998 12 months 12 months from
{amended: the Company,

3 December 1999 6 months from

15 January 2004 the individual

and 17 October 2003)

In the event of the termination of an executive director’s contract

it is the Committee's policy to seek to limit any payment made in

lieu of notice to a payment equal to the amount of one year's base
salary. The service contracts for all of the executive directors contain
specific provisions to the effect that the Company has the right, and
in Walt Havenstein's case, generally has the obligation, to pay a sum
equivalent to 12 months’ salary (plus the continuation of 18 months’
medical benefits in Walt Havenstein's case} in the event of the
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Company terminating their contracts for reasons other than gross
misconduct. No executive director has provisions in his service
contract that relate to a change of control of the Company (and neither
does the Chairman nor the non-executive directors in their respective
letters of appointment).

Retirement arrangements for Mike Turner

Mike Turner is employed under a service contract dated 22 February
1994 {amended 30 May 1995, 3 December 1999, 8 May 2002,

15 January 2004 and 14 October 2005). It was announced on

16 October 2007 that Mike Turner would be stepping down at the end
of August 2008. Under a termination agreement, he will at that time
become entitled to a termination payment of £236,884 in respect

of his contractual and statutory rights relating to the unserved portion
of his 12-month notice period to 16 October 2008, together with any
payment due in respect of his 2008 annual bonus.

As a result of the pension tax changes which came into force on

6 April 2006, Mike Turner opted out of further accrual of pension
with effect from that date in return for a cash supplement of 30%

of salary. His pension on retirement will be calculated in accordance
with the rules of the relevant plans by reference to his Pensionable
Service to 6 April 2006 and Final Pensionable Pay at retirement.

Mike Turner will not be entitled to participate in the Company's
Performance Share Plan for 2008 but, as announced on 16 October
2007, has been granted a performance-related conditional award as
described on page 70.

In accordance with the termination agreement and the rules of the
relevant plans, his existing options and awards will be treated as
follows on retirement:

- unexercised options under the Executive Share Option Plan will be
preserved, and may be exercised in full within 12 months after his
retirement. Any performance condition in relation to those options
that remains to be satisfied will be waived;

— PSP awards that have already vested (that is, awards granted in
2005 and earlier years) will be preserved, and may be exercised
within six months of retirement;

— for unvested PSP awards ({that is, awards granted in 2006 and
2007}, the performance conditions will be tested (at Mike Turner's
election) either at retirement or at the end of the normal three-year
performance periods. Such awards will vest to the extent that the
performance conditions have heen satisfied, and may be exercised
within six months. The number of shares which vest will not be time
prorated to reflect his actual service during the applicable three-year
periods; and

— for the unvested matching award under the SMP granted in 2007
{in respect of Mike Turner's 2006 annual bonus) and any matching
award granted in 2008 should he elect to invest up to one-third of
his 2007 annual bonus into the SMR the performance conditions
will be tested at his election either at retirement or at the end of the
normal three-year performance periods. The awards will vest to the
extent that the performance conditions have been satisfied and will
not be time prorated. His linked investment shares will be released
at the same time the matching shares vest.

The Committee was satisfied that these arrangements were
appropriate for the purpose of ensuring that Mike Turner remains
fully committed to the Company and fully incentivised in relation

to share price and EPS performance until the vesting date of these
options and awards. The Committee also considered that these
arrangements, and the special incentive described on page 70,
constituted an optimal incentive structure for Mike Turner's
remaining period of service.

Other executive directors

Steve Mogford, who retired as a director on 8 May 2007, had a
service contract dated 6 April 2000 {as amended 15 January 2004
and 28 October 2005). Chris Geoghegan, who retired as a director

on 31 December 2007, had a service contract dated 10 July 2002
{as amended 15 January 2004 and 13 October 2005}, On leaving the
Company, both were entitled to a payment of 12 months’ base salary
in lieu of notice as set out in their contracts. Both waived their rights
to these payments in return for the same amounts being paid into the
Executive Pension Scheme (ExPS) and matched by equivalent payments
from the Company. Their pension benefits were augmented by
purchasing additional benefits under the ExPS in accordance with the
scheme's normal augmentation factors. Further details are provided in
Table G on page 83.

Policy on externa! board appointments

The long-standing policy of allowing executive directars to hold external
non-BAE Systems related non-executive directorships with the prior
approval of the Committee will continue. The Committee considers
that external directorships provide the Company’s senior executives
with valuable experience that is of benefit to BAE Systems. It is also
considered appropriate for BAE Systems to contribute to the pool of
non-executive expertise available for the benefit of the wider business
community, thereby reciprocating the benefit that it in turn has
received from other organisations which have permitted members

of their senior management teams to serve on the BAE Systems
Board. The Committee believes that it is reasonable for the individual
executive director to retain any fees received from such appointments
given the additional personal responsibility that this entails. Such fees
retained by the executive directors in 2007 for the period in which they
served on the BAE Systems Board were as follows: Chris Geoghegan
£14,542; lan King £27,000; Steve Mogford £14,027, George Rose
£79,000; and Mike Turner £38,722 plus grants of Deferred Stock
Units to the value of £49,460.
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Chairman’s appointment, term and fees

Non-executive directors’ appointment, term
and fees

Dick Olver was appointed Chairman on 1 July 2004. His appointment

was for an initial fixed threeyear term with effect from 17 May 2004

(the date that he was appointed to the Board as a non-executive director)
and was extended by the Board in 2007, on the recommendation of the
Nominations Committee (as chaired by Sir Peter Mason, the Senior
Independent Director), for a second term of three years to 16 May 2010
unless terminated earlier in accordance with the Company's Articles of
Association, or by either party giving the other not less than six months’
prior written notice. His appointment is documented in a letter of
appointment which is not a contract of employment and he is required

to devote no fewer than two days a week to his duties as Chairman. His
appointment as Chairman will automatically terminate if he ceasestobe a
director of the Company. His fee for the second threeyear term, which has
been set by the Committee at £600,000 per annum, will not be subject to
review during the threeyear term.,

The non-executive directors do not have service contracts but do
have letters of appointment detailing the basis of their appointment.

The dates of their original appointment were as follows:
Date of appointment

Non-executive director Expiry of current term*

Phil Carroll 07.09.2005 06.08.2008
Michael Hartnall 10.06.2003 09.06.2009
Andy Inglis 13.06.2007 12.06.2010
Sir Peter Mason 22.01.2003 21.01.2009
Roberto Quarta 07.09.2005 06.09.2008
Sir Nigel Rudd 10.09.2006 09.09.2009
Peter Weinberg 16.06.2005 15.06.2008

*  Subject to re-election at the AGM following their appointment and subsequenily at intervals
of no more than three years in accordance with the Company's Articles of Association.

The non-executive directors are normally appointed for two consecutive
three-year terms subject to review after the end of the first three-year
period and with any third term of three years being subject to rigorous
review and taking into account the need progressively to refresh the
Board. They do not have periods of notice and the Company has no
obligation to pay compensation when their appointment terminates. They
are subject to re-election at the AGM following their appointment and
subsequently at intervals of no more than three years. Sue Birley retired
from the Board on 9 May 2007 at the conclusion of the 2007 AGM,
having ecriginally been appeinted to the Board on 22 November 2000,
and Ulrich Cartellieri retired from the Board on 26 September 2007,
having originally been appointed to the Board on 1 December 1999.

The letters of appointment for non-executive directors detail the
amount of time it is anticipated that the individual will need to devote
to his or her duties as a director. Non-executive directors are proposed
by the Nominations Committee and are appeinted by the Board on
the basis of their experience to provide independent judgement on
issues of strategy, performance, resources and standards of conduct.
The leve! of their fees is set by the Non-Executive Directors’ Fees
Committee to reflect the time comrmitment required of the director
and after reviewing practice in other comparable companies. The fee
level for the chairmen of the Audit, Corporate Responsibility, and
Remuneration Committees, and for the Senior Independent Director,
reflects their additional responsibilities and workload.

Nonexecutive director 2007 fee* 2008 fee*
Chairman Audit Committee £77.500 £83,000
Senior Independent Director £72,500 £78,000
Chairman Remuneraticn Committee £72,500 £78,000
Chairman Corporate Responsibility Committee  £72,500 £78,000
Other non-executive directors £57,500 £63,000

* In addition, a transatlantic meeting allowance of £4,000 per meeting is paid to
European-based non-executive directors attending meetings in the US and US-based
non-executive directors attending meetings in Europe,

By order of the Board

Dick Olver
Chairman
20 February 2008
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Table A

The table below gives details of the interests in ordinary shares in BAE Systems plc held by directors and their connected persons for those
individuals who were directors of the Company as at 31 December 2007, There have been no changes in the interests of the current directors
listed in the table below between 31 December 2007 and 20 February 2008 with the exception of the interests in ordinary shares of lan King and
George Rose who have each acquired an additionat 77 ordinary shares since 31 December 2007 under the partnership and matching shares
elements of the Share Incentive Plan so that their beneficial shareholdings at the date of this report stood at 317,874 and 538,109 respectively.

Directors’ interests

As at 1 January 2007~
Share Performance
Ordinary Restricted Matching Performance Share
shares Options Share Plan Ptan Share Plan Award
P ) Carroll - - - - - -
C V Geoghegan ? 143,150 1,411,363 42,764 - 722,231 -
M J Hartnall 20,000 - - - - -
W P Havenstein 3 37,484 466,586 10,249 - 278,788 -
A G Inglis4 - - - - - -
I G King® 164,002 1.186,815 75,627 - 638,707 -
Sir Peter Mason 25,283 - - - - -
R L Olver 40,000 - - - - -
R Quarta - - -~ - - -
G W Rose 354,950 1,660,221 33,971 - 803,817 -
Sir Nigel Rudd - - - - - -
M J Turner 435,880 2,446,712 137,924 - 1,363,562 -
P A Weinberg - - - - - -
As at 31 December 2007
Share Performance
Ordinary Restricted Matching Performance Share
shares Options Share Plan Plan Share Plan Award
P J Carroll* 12,000 - . - - - -
C V Geoghegan? 199,304 1,362,269 22,770 - 681,305 -
M J Hartnall 20,000 - - - - -
W P Havenstein 72,328 327,640 10,249 18,947 303,607 -
A G Inglis ® - - - - - -
I G King # 317,897 1,270,250 37,950 46,410 552,675 -
Sir Peter Mason 25,283 - - - - -
R L Olver 40,000 - - - - -
R Quarta - - - - - -
G W Rose 538,032 768,769 18,975 - 675,994 -
Sir Nigel Rudd 11,400 - - - - -
M J Turner 560,867 1,500,021 37,950 109,529 1,291,048 231,618
P A Weinberg - - - - - -
*  Qr upon appeintment
1 the ordinary shares held by Phil Carroll are represented by 3,000 American Depositary Shares
2 retired as a direcior on 31 December 2007
3 appointed as a director on 2 January 2007. The option figures for Walt Havenstein include Stock Appreciation Rights under the Executive Share Option Plan.
4 appointed as a director on 13 June 2007
5 appointed as a director on 1 January 2007
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Information subject to audit
The Auditors are required to report on the information contained in Tables B, C, D, E, Fand G on pages 77 to 83.
The Company’'s register of directors’ interests (which is open to inspection) contains full details of directors’ share interests. Details of directors’

interests in the share option schemes and long-term incentive plans are shown in Tables B, C, D and E. The mid-market price for the Company's
ordinary shares at 31 December 2007 was 498p (2006 425.75p) and the range during 2007 was 401.5p to 515p.

Table B
Long-term incentive plans
Share Matching Plan

MIAS) SSAUISNG ~ L0da) 52010300

1 January Awarded during Vested during 31 December

2007+ the year the year 2007

C V Geoghegan* - - - -
W P Havenstein? - 18,947 - 18,947
| G King? - 46,410 - 46,410
S L Mogford ¢ - - - -
G W Rose - - - -
M J Turner - 109,529 - 109,529

The market price at the date of award for awards made on 22 March 2007 under the Share Matching Plan was £4.565. The awards will vest, subject to the attainment of the performance
cendition, on the third anniversary of grant.

The performance condition for the grants of matched shares made in 2007 under the Share Matching Plar on a one-to-one match was based on real EPS growth over the three-year
performance period, with cne-third of the matched shares vesting where the Company achieved on average real EPS growth per annum of 3% but less than 4%, two-thirds vesting with 3
growth rate of 4% but less than 5%, and full vesting at growth of 5% or over. The revised performance conditions for the Share Matching Plan for grants to be made in 2008 and 2009 are
set out on page 72.
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Restricted Share Plan

In respect of shares vested during the year

Market
price at Market
Awarded Vested date of price on
1 January during during 31 December Date of award Date of vesting
2007+ the year the year 2007 award £ vesting £ ut
F]
C V Geoghegan! 42,764 - 19,994 22770 26.03.04 2.00 26.03.07 4.5575 @
W P Havenstein 10,249 - - 10,249 - - - - 2
I G King? 75,627 - 37677 37,950 26.03.04 2.00 26.03.07 45575 E
S L Mogford* - - - - - - - - B
G W Rose 33,971 - 14996 18,975 26.03.04 2.00 26.03.07 4.5575 g
M J Turner 137,924 - 99,974 37,950 26.03.04 2.00 26.03.07 45575 3
(]
The matching award of shares under the Restricted Share Plan, under which awards have not been granted since 2006, was historically nol subject 1o ary performance ¢ileria as it was
designed to retain key staff and encourage executives 1o re-invest in company shares the cash bonuses that they had earned under the annual bonus plan which was itself subject to
performance cenditions. The Restricted Share Plan was replaced by the Share Matching Plan, which is subject to performance conditions as described above and on page 72.
Performance Share Plan
In respect of shares vested during the year
Market
price at Market
Awarded Vested date of price on
1 January during during 31 December Date of award Date of vesting
2007+ the year the year 2007 award £ vesting £ o
W P Havenstein? 32,270 30.09.03 1.72 01.10.07 491 F
26,454 30.03.04 2.01 30.03.07 4575 &
Total 278,788 83,543 658,724 303,607 %
@
Awards granted to Walt Havenstein {a US national) under the Performance Share Plan are characterised as long-term incentives rather than oplions as, subject to attainment of the -
performance condition, they are delivered automatically on the third, fourth and fifth anniversary of the award without the need to exercise an option. They are subject to the same 3,
performance conditions as options granted under the Performance Share Plan 1o the UK-based directors as set gut on page 78. The market price at the date of the award granted =}
on 30 March 2007 was £4.57. 3
]
The net aggregate value of assets received by directors in 2007 from long-term incentive plans, as calculated at the date of vesting, was £1,066,284 {2006 nil). g'
3

or upon appoiniment

retired as a director on 31 December 2007. With the Remuneration Committee’s agreement, the Maiching award of shares under the Restricted Share Plan for Chris Geoghegan
will be refeased in full at the end of the threeyear period.

appointed as a directar on 2 lanuary 2007

appointed as a director on 1 January 2007

retired as a director on 9 May 2007

bWk
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Tabte C

Directors’ Share Options

Performance Share Plan

1 January Granted during Exercised during Lapsed during 31 December

2007 the year the year the year 2007

C V Geoghegan? 722,231 107,221 148,147 - 681,305
| G King? 638,707 115,973 202,005 - 552,675
S L Mogford ? 722,231 - 575,545 146,686 -
G W Rose 803,817 122,538 250,361 - 675,994
M J Turner 1,363,562 310,175 382,689 - 1,291,048

Note: Awards granted 1o Walt Havenstein?, a US national, under the Performance Share Plan are characterised as longterm incentives, rather than as optiens, and are shown under Table B.

The breakdown of the options held by executive directors under the Performance Share Plan is as follows:

Granted Exercised Lapsed Date Date
1 January during during during 31 December Date of of exercise from which Expiry
2007 the year the year the year 2007 grant ofrlapse  exercisable* date
C V Geoghegan'! 234,145 - 78,048 - 156,097 30.09.03 30.03.07 30.09.06° 30.09.10
210,298 - 70,099 - 140,199 30.03.04 30.03.07 30.03.07¢ 30.03.11
168,560 - - - 168,560 24.03.05 - 24.03.08° 24.03.12
109,228 - - - 109,228 12.04.06 -12.04.08% 12,0413
- 107,221 - - 107,221 30.03.07 - 30.03.10%8 30.03.14
Total 722,231 107,221 148,147 - 681305
I G King? 212,209 - 70,736 - — 30.09.03 23.02.07 30.09.065 30.09.10
- - 70,736 - 70,737 30.09.03 23.10.07 30.09.075 30.09.10
181,601 - 60,533 - 121,068 30.03.04 30.03.07 30.03.07°5 30.03.11
147,935 - - - 147,935 24.03.0% - 24.03.085 24.03.12
96,962 - - - 96,962 12.04.06 - 12.04.09¢ 12.04.13
- 115,973 - - 115,973 30.03.07 - 30.03.10¢ 30.03.14
Total 638,707 115973 202,005 - bBb2675
S L Mogford 3 234,145 - 78,048 - ~ 30.09.03 23.02.07 30.09.06° 30.09.10
- - 156,097 - ~ 30.09.03 10.05.07 10.05.07% 10.11.07
210,298 - 70,099 - - 30.03.04 30.03.07 30.03.075 30.03.11
- - 140,199 - - 30.03.04 10.05.07 10.05.075 10.11.07
168,560 - 131,102 37,458 - 24.03.05 10.05.07 10.05.07% 10.11.07
109,228 - - 109,228 - 12.04.06 - 12.04.09% 12.04.13
Total 722,231 - 575,545 146,686 -
G W Rose 260,494 - 86,831 - - 30.09.03 23.02.07 30.09.06° 30.09.10
- - B6,831 - 86,832 30.09.03 01.10.07 30.09.07° 30.09.10
230,099 - 76,699 - 153,400 30.03.04 30.03.07 30.03.075 30.03.11
189,393 - - - 189,393 24.03.05 - 24.03.08° 24.03.12
123,831 - - - 123,831 12.04.06 - 12.04.09¢ 12.04.13
-~ 122,538 - - 122,538 30.03.07 - 30.03.10¢ 30.03.14
Total 803,817 122,538 250,361 - ©75994
M J Turner 392,442 - 130,814 - - 30.09.03 23.02.07 30.09.06° 30.09.10
- - 130,814 - 130,814 30.09.03 01.10.07 30.09.075 30.09.10
363,184 - 121,061 - 242,123 30.03.04 30.03.07 30.03.075 30.03.11
303,030 - - - 303,030 24.03.05 - 24.03.08° 24.03.12
304,306 - - - 304,806 12.04.06 - 12.04.09¢ 12.04.13
- 310,175 - - 310,175 30.03.07 - 30.03.10¢ 30.03.14
Total 1,363,562 310,175 382,689 -1,291,048

« NN

retired as a director on 31 December 2007. With the agreement of the Remuneration Committee the performance cendition on the 2005, 2006 and 2007 PSP awards for Chris
Geoghegan will be tested at the end of the normal three-year performance period, and any part of the award vesting will be pro-rated for service completed and be exercisable for
six months.

appointed as a dire¢tor on 1 fanuary 2007

retired as a director on 9 May 2007, With the agreement of the Remuneration Commitiee the performance condition on the 2005 and 2006 PSP awards for Steve Mogford was tested
at his date of retirement. The 2005 award vested in full (subject to pro-rating for service completed) and the 2006 award lapsed. All vested PSP awards became exercisable within
six months of retirament.

appointed as a director on 2 January 2007

subject to a performance condition which has been met

subject 10 a performance condition that is yet to be tested

The date from which exercisable refers to the first date from which any tranche of the option remaining at the vear end is exercisable (subject to the attainment of the performance
cendition where the award has not yet vested).

Awards granted under the Performance Share Plan between 2003 and 2007 are subject to the same performance conditicns as these for awards to be granted under the PSP™ in 2008
as set out on page 71, ie 100% of the conditional awards vest if the Company's Total Shareholder Return {TSR) is in the top 20% of TSRs achieved by a sectoral comparator group of 18
companies, with 25% vesting if TSR is in the top 50%, and nil vesting if the Company’s performance is outside the tap 50%. The awards are also subject 10 the same secondary measure
for underlying financial performance set out on page 71. Awards that vest at the end of year three are exercisable in three tranches at the end of years three, four and five.

The mid-market price for the Company’s ordinary shares at 31 December 2007 was 498p (2006 425.75p). The range during the year was 401.5p to 515p.

78

www.baesystems.com




SAYE Share Option Scheme

All outstanding options heig by the executive directors in the SAYE Share Option Scheme were exercised in 2007.
Ne further options will be granted under this Scheme.

Granted Exercised Lapsed Exercise Date of Date
1 January during the during the during the 31 December price Date of exercise from which Expiry
2007 year year year 2007 £ grant ot lapse  exercisable date
C V Geoghegan ! 435 - 435 - - 1.56 20.04.04 01.06.07 01.06.07 01.12.07
| G King 2 435 - 435 - - 1.56 20.04.04 01.06.07 01.06.07 01.12.07
G W Rose 435 - 435 - - 1.56 20.04.04 22.08.07 01.06.07 01.12.07
M J Turner 1,499 - 1,499 - - 2.56 08.04.02 07.06.07 01.06.07 01.12.07

The exercise of options under the SAYE Share Option Scheme, an alkemployee scheme, was not subject to the satisfaction of any performance conditions.

Executive Share Option Plan

1 January Granted during Exercised during Lapsed during 31 December

2007 the year the year the year 2007

C V Geoghegan ! 1,410,928 160,831 - 209,490 1,362,269
W P Havenstein ? 96,453 125,315 - - 221,768
1 G King? 1,186,380 173,960 - 90,090 1,270,250
S L Mogford 1,469,136 - 819,020 233,433 416,683
G W Rose 1,659,786 183,807 815,123 259,701 768,769
M J Turner 2,445,213 465,262 1,133,439 277,015 1,500,021

The BAE Systems Executive Share Option Plan was used to grant options to the executive directors between 2001 and 2007. No further grants will be made under this Plan other than in
exceptional circumstances. Oplions granted under this Plan are normally exercisable between the third and tenth anniversary f their grant and options granted between 2005 and 2007
may only be exercised during this period as follows: (i) 33.33% of each option grant is exercisable if the Company achieves on average real EPS growth per annum of 3% but less than 4%
over the three-year performance period; {if) 66.67% of each option grant is exercisable if the Company achieves on average real EPS growth of 4% but less than 5% over the three-year
performance peried; and (i) 200% of each option grant is exercisable if the Company achieves on average real EPS growth per annum of 5% or more over the three-year performance
period. The performance conditions for the grants of options made between 2001 and 2004 were the same as for grants made between 2005 and 2007 with the exception of the re-
testing provision: for grants made between 2001 and 2003, where the original threeyear performance is not met, performance is re-tested at the end of years four ang five against the full
period from grant; for grants made in 2004, where the original performance target is nol met, performance is re-tested at the end of year five against the full period from grant. In all these
cases the option will lapse in year five if the targets have not been achieved. In determining the performance measures the Remuneration Commitiee took the view that the Company’s
major investers believe EPS to be a key Indicator of long-term financial performance and value creation.

On completion of the BAe/MES merger in 1999, oplions were granted to executive directors (and other senior executives} under the predecessor Executive Share Option Scheme. Options
granted to lan King in 1999 could only be exercised if the pre-exceptional EPS for any three-year period exceeded the sum of inflation for that period and a real growth requirement of 9% was
achieved and these options vested in full in February 2006. Options granied to the other executive directors in 1999 (which partially vested in 2004) were conditional on the salisfaction
of a special performance condition based on the achievement of cost savings of the merger integration process over the threeyear perfermance period commencing on 1 January 2000,

The mid-market price for the Company’s ordinary shares at 31 December 2007 was 498p (2006 425.75p). The range during the year was 401.5p to 515p.
A breakdown of options held by executive directors under the Executive Share Option Plan is given overleaf,

Awards granted to Walt Havenstein under the Executive Share Opticn Plan between 2003 and 2005 were granted under the Stock Appreciation Rights {SARs) Schedule to that plan and are
equity-setiled. They are subject to the same performance conditions as options granted under this plan as set out above.

Executive Share Option Plan - Stock Appreciation Rights (SARs)
Subject to Vested on

Granted exXercise exercise SAR Date
1 January during during during 31 December price Date of Date of from which Expiry
2007 the year the year the year 2007 £ grant exercise  exercisable date
W P Havenstein3 145,217 - 145,217 91,675 - 1.72 30.09.03 23.02.07 30.09.06 30.09.13
119,044 - 119,044 67,167 - 2.01 30.03.04 30.03.07 30.03.07 30.03.14
90,949 - - - 90,948 2.64 24.03.05 - 24.,03.08 24.03.15
14,923 - - - 14,923 3.56 22.12.05 - 22,12.08 22,12.15

Total 370,133 - 264,261 158842 105872

Buring 2007 SAR awards over 264,261 shares were subject to exercise and the number of shares vesting and allotted under these stock appreciation rights totalled 158,842 as set
out abeve.

in addition, Walt Havenstein has a cash-settied SAR over 53,010 erdinary shares granted on 27 November 2000 at a SAR price of £3.73, exercisable from 27 Noverber 2003. The right is
exercisable untit 27 November 2010 and was subject to the performance condition relating to options granted in 2000 (ie exercisable only if growth in pre-exceptional EPS for any three-
year period over the tenyear life exceeded the sum of inflation for that period and a growth requirement of 9%) which has been met.

1 retired as a director on 31 December 2007
2 appointed as a director on 1 January 2007
3 appointed as a director on 2 January 2007
4 retired as a director on 9 May 2007
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| 3 The breakdown of the options held by executive directors under the Executive Share Option Plan is as follows:
| 8. Granted Exercised Lapsed Exercise Date of Date
2 1 January during the during the during the 31 December price Date of exercise from which Expiry
g 2007 year year year 2007 £ grant or lapse exercisable date
I CVGeoghegan! 118,090 - - - 118,090 3.98 03.05.00 - 03.05.03% 03.05.10
g 89,552 - - 89,552 - 335 03.0402 21.02.07 03.04.05 03.04.12
g' 119,938 - - 119,938 - 326 221002 21.02.07 22.10.05 22.10.12
& 351,218 - - - 351,218 1.72  30.09.03 - 30.09.065 30.09.13
@ 315,447 - - - 315,447 201 30.03.04 - 30.03.075 30.03.14
| 2 252,840 - - - 252,840 2.64 24.03.05 - 24.03.08° 24.03.15
163,843 — - - 163,843 4.28 12.04.06 - 12.04.09% 12.04.16
' - 160.831 - - 160,831 457  30.03.07 - 30.03.10% 30.03.17
Total 1,410,928 160,831 - 209,430 1,362,269
] WP Havenstein? 96,453 - - - 96,453 428 12.04.08 - 12.04.09% 12.04.16
) - 125315 - - 105315 457 30.03.07 - 30.03.10% 30.03.17
§ Total 96,453 125,315 - - 221,768
i | G King? 138.242 - - - 138,242 421 20.12.99 -~ 20.12.02% 20.02.09
Q 90,090 - - 90,090 - 3.35 03.0402 21.02.07 03.04.05 03.04.12
g- 318,314 - - - 318,314 172 30.09.03 - 30.09.065 30.09.13
cl') 272,388 - - - 272,388 201 30.03.04 - 30.03.075 30.03.14
g 221,903 - - - 221,903 264 240305 — 24.03.08° 24.03.15
3 145,443 - - - 145,443 428 12.04.06 - 12.04.09 12.04.16
g - 173,960 - - 173,960 457 30.03.07 - 30.03.10° 30.03.17
@ Total 1,186,380 173,960 - 90,090 1,270,250
S L Mogford 4 64,415 - 64,415 - - 421 2012989 10.05.07 20.12.025 10.05.09
87,940 - 87,940 - - 398 03.0500 10.05.07 03.05.03° 10.05.09
233,433 - - 233,433 - 335 03.04.02 21.02.07 03.04.05 (€3.04.12
351,218 - 351,218 - - 1.72 30.08.03 23.02.07 30.09.065 30.09.13
%‘I 315,447 - 315,447 - - 201 30.03.04 30.03.07 30.03.075 30.03.14
8 252,840 - - - 252,840 264 24.03.05 - 24,03.085 24.03.15
3‘ 163,843 - - - 163,843 428 12.04.06 - 12.04.098 12.04.18
gt! Total 1,469,136 - 819,020 233,433 416,683
| % G W Rose 79,233 - 79.233 - - 329 061088 23.02.07 06.10.015 06.10.08
‘31, 115,125 - - - 115,125 421 201299 - 20.12.025 20.12.09
Ev 259,701 - - 259,701 - 335 03.0402 21.02.07 03.04.05 03.04.12
390,741 - 390,741 - - 1.72 30.08.03 23.02.07 30.09.06° 30.09.13
345,149 - 345,149 - - 2.0t 30.03.04 30.03.07 30.03.075 30.03.14
284,090 - - - 284,090 2.64 24.03.05 - 24.03.08% 24.03.15
185,747 - - - 185,747 428 12.04.06 - 12.04.09% 12.04.16
- 183,807 - - 183,807 457  30.03.07 - 30.03.10° 30.03.17
Total 1,659,786 183,807 815,123 259,701 768,769
M J Turner 122,855 - - - 122,855 421 201299 - 20.12.02% 20.12.09
277,015 - - 277,015 - 335 03.04.02 21.02.07 03.04.05 03.04.12
@ 588,663 - 588,663 - - 1.72  30.09.03 23.02.07 30.09.06° 30.09.13
% 544,776 - 544,776 - - 2.01 30.03.04 30.03.07 30.03.07% 30.03.14
a 454,545 - - ~ 454,545 2.64 24.03.05 - 24.03.08% 24.03.15
5 457,359 - - - 457,359 4.28 12.04.06 - 12.04.09¢ 12.04.16
5 - 465,262 - - 465,262 457  30.03.07 - 30.03.10¢ 30.03.17
| ‘g Total 2,445,213 465,262 1,133,439 277,015 1,500,021
g‘. 1 retired as a director on 31 December 2007, With the Remuneration Committee's agreement, and exercise being subject to attainment of the performance condition. options granted
S prior to 2001 for Chris Geeghegan had their period of exercise determined as 24 months from the date of leaving and options granted from 2001 onwards had their period of exercise

determined as the end of the option’s ten-year life.

appointed as a director on 2 January 2007

appointed as a director on 1 January 2007

retiredt as a director on 9 May 2007. With the Remuneration Committee’s agreement, and exercise being subject to attainment of the performance condition, options granted prior to
2001 for Steve Mogford had their period of exercise determined as 24 months from the date of leaving and options granted from 2001 onwards had their period of exercise determined
as the end of the option's ten-year life.

5 subject to a performance condition which has keen met

6 subject to a performance condition that is yet to be tested

Bww

The maximum duration for the grant of an option under the Executive Share Option Plan is ten years.

The mid-market price for the Company's ordinary shares at 31 December 2007 was 498p (2006 425.75p). The range during the year was 401.5p to 515p.
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Table D
Options exercised during 2007

Realised Unrealised gain
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Number of Nurnber of gain on sold on retained Price of Market price Market price Date option Date option
Date of gplions shares sold shares shares option on exercise atyearend first would have
exercise exercised on exercise £ £ £ £ £ exercisable! lapsed
C V Geoghegan? 30.03.07 78,048 38,091 174,838 183,403 nil 4,59 498 30.09.06 30.08.10
30.03.07 70,099 34,212 157,033 164,721 nil 4,59 4,98 30.03.07 30.03.11
01.06.07 435 - - 1,294 1.56 4.535 498 01.06.07 01.12.07
W P Havenstein? 23.02.07 91,675 91,675 417,350 - nil* 4,5525 498 30.09.06 30.00.13
30.03.07 67,167 67,167 307,289 - nif* 4575 4,98 30.03.07 30.03.14
I G King* 23.02.07 70,736 34,522 157,201 164,908 nil 4.55364 4,98 30.09.06 30.08.10
30.03.07 60,533 29,543 134,716 141,314 nil 4.58 4,98 30.03.07 30.03.11
01.06.07 435 - - 1,294 1.56 4.535 498 01.06.07 01.12.07 o
23.10.07 70,736 34,522 170,798 179,169 nil 4.9475 4,98 30.08.07 30.09.10 §
S L Mogford ® 23.02.07 351,218 323,327 916,192 79,033 1.72  4.55364 4.98 30.09.06 30.09.13 |
23.02.07 78,049 68,059 309,916 45,491 nil 4.55364 4,98 30.08.06 30.09.10 f
30.03.07 315,447 315,447 804,390 - 2.01 4.56 498 30.03.07 30.03.14 [
30.03.07 70,099 70,099 319,651 - nil 4.56 488 30.03.07 30.03.11 8.
10.05.07 64,415 64,415 13,044 - 4.21 4.4125 4.98 20.12.02 10.05.09 {1-)
10.05.07 87,940 87,940 38,034 - 3.88 4.4125 4.98 03.05.03 10.05.09 g
10.05.07 156,096 156,096 688,774 - nil 44125 498 10.05.07 10.11.07 é
10.05.07 140,199 140,199 618,628 - nil 4.4125 498 10.05.07 10.11.07 a
10.05.07 131,102 131,102 578,488 - nit 4.4125 498 10.05.07 10.11.07 °
G W Rose 23.02.07 79,233 66,208 83,663 16,459 3.29 4.55364 498 06.10.01 06.10.08
23.02.07 390,741 390,741 1,107,219 - 1.72 4.55364 498 30.09.06 30.09.13
23.02.07 86,831 86,831 395,397 - nil 4.55364 498 30.09.06 30.09.10
30.03.07 345,149 246,586 630,644 252,075 2.01 4.5675 498 30.03.07 30.03.14
30.03.07 76,699 37,432 170,971 179,352 nil 4.5675 498 30.03.07 30.03.11 g’
22.08.07 435 - - 1,263 1.56 4,4625 498 01.06.07 011207 8
01.10.07 86,3831 64,604 316,721 108,968 nil 4.9025 4.98 30.08.07 30.09.10 gg_:'
M J Turner 23.02.07 588,663 588,663 1,668,059 - 1.72 4,55364 4.98 30.09.06 30.09.13 4
23.02.07 130,814 130,814 595,680 - nil 4.55364 498 30.09.06 30.09.10 ';n;* ‘
30.03.07 544,776 544,776 1,389,179 - 2.01 4,56 498 30.03.07 30.03.14 g
30.03.07 121,061 121,061 552,038 - nil 4.58 4,98 30.03.07 30.0311 i:';’
07.06.07 1,499 - - 2,582 2.56 4.2825 498 01.06.07 011207
01.10.07 130,814 130,814 645,044 - nil 4,931 4,98 30.09.07 30.09.10
Total 13,360,957 1,521,324
1 subject to performance condition
2 retired as a director on 31 December 2007
3 appeinted as a director on 2 January 2007
4 appointed as a director on 1 January 2007
5 retired as a director on 9 May 2007
*  equity-settled Stock Appreciation Right w
The aggregate amount of gains made by directors from the exercise of share options in 2007, as calculated at the date of exercise, was £14,882,281 (2008 £1,395,166). 91:{
g
Table E %
Performance Share Award g
1 January Awarded during Vested during 31 December §.
2007 the year the year 2007 3
M J Turner - 231,618 - 231618 £
3

Mike Turner was granted a contingent award over 231,618 shares on 16 October 2007, The shares will vest in two equal tranches, for nil consideration, in the year following his retirement
on 31 August 2008, subject to the satisfaction of certain performance targets by 31 August 2008, These targets relate to continuing the successful implementation of the Company's
business strategy, satisfaction of leadership objectives set by the Remuneration Committee, achieving an orderly handover of key external relationships and facilitating an orderly
succession to the Chief Executive role. The market price at the date of award was £5.10.
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Table F

Directors’ remuneration

2007 2006

Base Base

salary Fees Bonus Benefits  Other pay Total salary Fees Bonus Benefits  Other pay Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £:000 £000 £000
Chairman
R L Olver - 562 - 19 - 581 - 500 - 6 - 506
Executive directors
C V Geoghegan? 490 - 411 33 147 1,081 468 - 444 31 105 1,048
W P Havenstein 3 390 - 584 61 - 1,035 n/a n/a n/a n/a n/a n/a
! G King? 545 - 532 22 - 1,099 n/a n/a n/a n/a n/a n/a
M Lester? n/a n/a n/a n/a n/a n/a 568 - 556 27 - 1,151
S L Mogford ? 176 - 243 13 - 432 468 - 463 25 - 856
M H Ronald ! n/a n/a n/a n/a n/a n/a 542 - 773 31 643 1,989
G W Rose 560 - 532 32 - 1,124 530 - 519 27 - 1,076
M J Turner 945 - 1,375 35 284 2,639 870 - 1,305 31 196 2,402
Non-executive directors
Prof S Birley 2 - 26 - - - 26 - 73 - - - 73
P J Carroll - 78 - - - 78 - 70 - - - 70
Dr U Cartellieri ? - 47 - - - a7 - 58 - - - 58
M J Hartnall - 86 - - - 86 - 78 - - - 78
A G Inglis? - 40 - - - 40 n/a n/a n/a n/a n/a n/a
Sir Peter Mason - 81 - - - 81 - 73 - - - 73
Rt Hon M Portillo ! n/a n/a n/a n/a n/a n/a - 17 - - - 17
R Quarta - 66 - - - 66 — 58 - - - 58
Sir Nigel Rudd - 75 - - - 75 - 15 - - - 15
P A Weinberg - 93 - - - 93 - 77 - - - 77

3,106 1,154 3677 215 431 8583 3,446 1,018 4,060 178 944 9,647

1 retired duting or at the end of 2006
2 retired during or at the end of 2007
3 appointed in 2007

All emoluments and compensation paid to the directors during the year are shown above. Where the individual was appointed during the year the amount shown is for the period from
appointment.

The other pay received by Chris Geoghegan and Mike Turner was in respect of a cash supplement payable from opting out of future accrual under the Company pension schemes.

The berefits received by the UK-based executive directors include, where applicable, the provision of a car and the taxable benefit of any private use of a chauffeur, attendance at corporate
events and support in relation to relocation/second residence. The benefits received by Wali Havenstein, the US-based executive director. include a cash allowance for a car, medical
examination, dental benefits and insured life benefits. The benefit received by the Chairman, Dick Olver, was the taxable benefit relating to the private use of a chauffeur.

In 2007, Chris Geoghegan and Steve Megford were each entitled to a sum of £420,000, being 12 menths' salary in lieu of notice, to which they waived their rights in return for augmented
pension benefits as disclosed on page 74 and in Table G on page 83.

The fees payable to the non-executive directors during 2007 are detailed on page 75. In addition, a transatlantic meeting allowance of £4,000 per meeting was paid to the U'S-based non-
execulive directors, Phil Carroll and Peter Weinberg, who attended five meetings in the UK. With the exception of Ulrich Cartellieri and Sue Birley, the remaining non-executive directors,
being UK-based, received the same allowance to attend two meetings in the US. Ulrich Cartellieri received £4,000 to attend one meeting in the US prior to his retirement from the Board
and Sue Birley did not attend any meetings in the US during 2007.

Sir Charles Masefield retired as a director on 28 February 2003 and was employed by the Company on a part-time basis in an overseas representational role until 31 December 2007.

in 2007 his remuneration was £331,600 (2006 £316,600) and comprised a salary and a cash allowante for a car. Sir Richard Evans retired as a dire¢ior and Chairman on 30 June 2004.
He remained employed in a part-time customer relationship role and will cease to be an employee on 29 February 2008. The Company will invite him 1o become a member of its Home
Market Advisory Board for Saudi Arabia. In 2007 his remuneration was £332.400 (2006 £317,350) and comprised a salary and a ¢ash allowance for a car.

There were no other payments to former directors during the year ather than the payment to Richard Lapthorne referred to in the notes to Table G on page 83.
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Table G @,

Post-retirement benefits @

Change in g

Accrued Increase/ accrued Transfer Transfer Increase in |}

pension at {decrease) pension value at value at transfer value w

31 December in accrued after allowing 1 January 31 December Director’s  less director's g

20071 benefits for inflation 20072 2007 contributions  contributions 5

Age NRA* £ per annum £ per annum £ per annum £ £ £ £ g

C V Geoghegan? 53 60 267,458 20,525 11,573 3,381,361 3,495,623 - 114,262 ‘:

W P Havenstein # 59 60 75,905 19,073 18,350 590,700 791,208 3,375 197,133 5_:“_

! G King 51 62 373,388 40,934 28,882 2,736,838 3,075,417 46,230 292,349 %
S L Mogford 5 51 60 184,155 (51,408) (59,948) 2,813,722 3,165,154 16,258 335,174
G W Rose® 55 60 295,575 32,590 23,056 3,944,663 4,326,358 51,857 329,838
M J Turner? 59 60 659,544 85,138 64,315 10,646,221 11,637,570 - 1,091,349

*  Normal Retirement Age

1 Accrued pensions may be reduced if they are taken before the normal retirement age of the scheme. In addition, a longevity adjustment lacter applies to UK pension accrued after
5 April 2006.

2 Transfer values have been calculated in accordance with GN11 issued by tha actuarial profession. For UK-based direclors the assumptions are the same as those used in the
calculation of cash equivalents from the schemes. For US-based directors the assumptions are the same as those used for accounting cisclosures. The amount of the increase in
transfer valug arising from the change in assumptions is: Chris Geoghegan {£224,755); Walt Havenstein (£35,712); lan King (£218.518); Steve Mogford {£132,759); George Rose
{£271,274); Mike Turner (£693,464).

3 As a result of the changes to taxation of pensions intreduced in April 2006, Chris Geoghegan elected te opt out of the pension scheme &nd since April 2006 has been recelving a
taxable salary supplement of 30% of his base salary. The pension shown above is the accrued pension at 31 December 2007. Chris Geoghegan retired from the Board on
31 December 2007 and started to draw his pension with effect from 1 January 2008. His accrued pension was reduced on retirement to £201,814 to allow for early payment. This
early retirement pension was increased by £32,102 pa by way of a Company augmentation of £880,000 relating to his payment in lieu of notice and the matching Company payment as
referred to on page 74, calculated in accordance with the scheme’s normal augmentation factors.

4 Walt Havenstein's accrued pension comprises £13,902 from a contributory Qualified Plan and £62,003 from Non-Qualified Plans. n addition, Walt Havenstein participates in a Section
401(k} defined contribution arrangement set up for US employees in which the Company will match employee conttibutions up to a limit. In 2007 the Company paid contributions of
$6,308 {£3,173) into this 401¢{k) arrangement. In addition, the Company paic $13,427 (£6,754) into a Deferred Compensation arrangernent. Walt Havenstein is paid in US dollars. Of
the change in the accrued benefit and the transfer value {£1,206) and (£12,57 4) respectively is due 1o currency movements.

5 Steve Mogford retired from the Board on & May 2007 and started to draw his pension with effect from 1 June 2007. His pension was reduced for early payment. This early retirement
pension was increased by £31,056 pa by way of a Company augmentation of £880,000 relating to his payment in lieu of notice and the matching Company payment as referred to on
page 74, calculated in accordance with the scheme's normal augmentation factors.

6 George Rose has an unapproved retirement arrangement for pensionable service before 5 April 2006 that is partly funded and partly unfunded. No company contributions have been

o
=
@
(2]
S
=]
=
w
=
@
]
&
5
pas
]
g
<
@
]
3
24}
>
[»}
@

made to these arrangements during the year. 3

7 As aresult of the changes to taxation of pensions introduced in April 2006 Mike Turner elected to opt out of the pension scheme and since April 2006 has been receiving a taxable a
salary supplement of 30% of his base salary. 8

&

Richard Lapthorne, a former director, has an unfunded pension arrangement payable by the Company. In 2007, pension payments made by the Company 10 him were £93,554 ;
(2006 £90,078). &
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Principal activities

The BAE Systems Group delivers, through its wholly-owned subsidiaries
and equity accounted investments, a full range of products and
services for air, land and naval forces, as well as advanced electronics,
information technology solutions and customer support services.

Directors

The current directors who served during the 2007 financial year are
listed on pages 54 to 55. Of those directors, lan King was appointed
to the Board on 1 January 2007, Walt Havenstein on 2 January 2007
and Andy Inglis on 13 June 2007. On 16 October 2007 the Company
announced that Mike Turner, the Chief Executive, would be retiring at
the end of August 2008.

The following directors also served on the Board in 2007 from
1 January 2007 to the date of their retirement as stated below:

Director Date retired from the Board

Professor Sue Birley 9 May 2007

Dr Ulrich Cartellieri 26 September 2007

Chris Geoghegan 31 December 2007

Steve Mogford 9 May 2007

Dividend

An interim dividend of 5.0 pence per share was paid on 30 November
2007. The directors propose a final dividend of 7.8p per ordinary
share. Subject to approval of the shareholders, the final dividend will
be paid on 2 June 2008 to shareholders on the share register on

18 April 2008.

Annual General Meeting (AGM)

The Company's AGM will be held on 7 May 2008. The Notice of Annual
General Meeting is enclosed with this Annual Report and details the
resolutions to be proposed at the meeting.

Office of Fair Trade undertakings

As a consequence of the merger between British Aerospace and

the former Marconi Electronics Systems businesses in 1999, the
Company gave certain undertakings to the Secretary of State for Trade
and Industry (now the Secretary of State for Business, Enterprise and
Regulatory Reformy). In February 2007, the Company was released
from the majority of these undertakings and the remainder have been
superseded and varied by a new set of undertakings. Compliance
with the undertakings is monitored by a compliance officer. Further
information regarding the undertakings and the contact details of the
compliance officer may be obtained through the Company Secretary
at the Company’s registered office or through the Company’s website.

Supplier payment policy

It is Group policy that each business unit is in compliance with

local best practice in the country of operation in respect of supplier
payment policies. Agreed payment schedules are maintained provided
that the supplier complies with all relevant terms and conditions. It is
Group policy that changes to the agreed payment schedule are only
made with the prior agreement of the supplier.

The average number of days credit provided in 2007 by suppliers was
39 days (2006 37 days).

Charitable donations

During 2007, the amount donated for charitable purposes in the UK
was £1.4m (2006 £1m). Further details of the Company’s charitable
activities are set out on page 40.

Political donations
No political donations were made in 2007.

Structure of share capital
As at 31 December 2007, the Company’'s authorised share capital of
£180,000,001 comprised 4,450,000,000 ordinary shares of 2.5p

each, 275,000,000 7.75p (net) cumulative redeemable preference
shares of 25p each and one Special Share of £1.

As at 31 December 2007, BAE Systems’ issued share capital of
£89,362,726 comprised 3,574,509,017 ordinary shares of 2.5p
each and one Special Share of £1.

Rights and obligations of ordinary shares

0On a show of hands at a general meeting every holder of ordinary
shares present in person or by proxy and entitled to vote shall have
one vote and on a poll, every member present in person or by proxy
and entitled to vote shall have one vote for every ordinary share held.
Subject to the relevant statutory provisions and the Company's Articles
of Association, holders of ordinary shares are entitled to a dividend
where declared or paid out of profits available for such purposes.
Subject to the relevant statutory provisions and the Company's Articles
of Assaciation, on a return of capital on a winding-up, holders of
ordinary shares are entitled, after repayment of the £1 Special Share,
to participate in such a return.

Rights and obligations of cumulative redeemable preference shares
Following conversion of all the cumulative redeemable preference
shares in issue into ordinary shares pursuant to the Company's
Articles of Association, there were no cumulative redeemable
preference shares in issue as at 31 December 2007. The Company
has no intention of re-issuing such shares and the effect of a special
resolution to be proposed at the 2008 AGM will be, amongst other
things, to delete the provisions of the Articles of Association relating
to such shares.

Rights and obligations of the Special Share

The Special Share is held on behalf of the Secretary of State for Trade
and Industry (the ‘Special Shareholder’) (now the Secretary of State
for Business, Enterprise and Regulatory Reform). Certain provisions
of the Company's Articles of Association cannot be amended without
the consent of the Special Shareholder. These provisions include the
requirement that no foreign person, or foreign persons acting in
concert, can have more than a 15% voting interest in the Company,
the requirement that the majority of the directors are British, the
requirement that decisions of the directors at their meetings, in their
committees or via resolution must be approved by a majority of British
directors and the requirement that the chief executive and any
executive chairman are British.

The holder of the Special Share is entitled to attend a general meeting,
but the Special Share carries no right to vote or any other rights at any
such meeting, other than to speak in relation to any business in respect
of the Special Share. Subject to the relevant statutory provisions and
the Company’s Articles of Association, on a return of capital on a
winding-up, the Special Share shall be entitled to repayment of the

£1 capital paid up on the Special Share in priority to any repayment

of capital to any other members.

The holder of the Special Share has the right to require the Company
to redeem the Special Share at par or convert the Special Share into
one ordinary share at any time.

Treasury shares

As at the date of this report 61,945,000 ordinary shares were held in
treasury. The rights to such shares are restricted in accordance with
the Companies Acts and, in particular, the voting rights attaching to
these shares are automatically suspended.

Restrictions on transfer of securities
The restrictiens on the transfer of shares in the Company are as follows:

- the Special Share may only be issued to, held by and transferred
to the Special Shareholder or his successor or nominee;

- the directors shall not register any allotment or transfer of any
shares to a foreign person, or foreign persons acting in concert,
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who at the time have more than a 15% voting interest in the
Company, or who would, following such allotment cr transfer,
have such an interest;

- the directors shall not register any person as a holder of any
shares unless they have received: (i) a declaration stating that
upon registration, the share(s) will not be held by foreign persoens
or that upon registration the share{s} will be held by a foreign person
or persons; {ii) such evidence (if any} as the directors may require
of the authority of the signatory of the declaration; and {iii) such
evidence or information (if any) as to the matters referred to in the
declaration as the directors consider appropriate;

- the directors may, in their abseclute discretion, refuse to register any
transfer of shares which are not fully paid up (but not sc as to prevent
dealings in listed shares from taking place);

—the directors may also refuse to register any instrument of transfer
of shares unless the instrument of transfer is in respect of only one
class of share and it is lodged at the place where the register of
members is kept, accompanied by a relevant certificate or such
other evidence as the directors may reasonably require to show
the right of the transferor to make the transfer;

- the directors may refuse to register an allotment or transfer of
shares in favour of more than four persons jointly;

—where a shareholder has failed to provide the Company with certain
information relating to their interest in shares, the directors can, in
certain circumstances, refuse to register a transfer of such shares;

— certain restrictions may from time to time be imposed by laws
and regulations (for example, insider trading laws};

- restrictions may be imposed pursuant to the Listing Rules of
the Financial Services Authority whereby certain of the Group's
employees require the Company’s approval to deal in shares; and

— awards of shares made under the Company's share incentive plan
are subject to restrictions on the transfer of shares prior to vesting.

The Company is not aware of any arrangements between its
shareholders that may result in restrictions on the transfer of shares
and/or voting rights.

Significant direct and indirect holders of securities

As at 20 February 2008, the Company had been advised of the following
significant direct and indirect interests in the issued ordinary share
capital of the Company:

AXA S.A. and its group of companies 10.32%
Barclays PLC 3.88%
Capital Group Companies, In¢. 6.99%
Franklin Resources, Inc, and affiliates 4.92%
Legal and General Group Plc 4,07%

Exercise of rights of shares in employee share schemes

The Trustees of the employee trusts do not seek to exercise

voting rights on shares held in the employee trusts other than on

the direction of the underlying beneficiaries. No voting rights are
exercised in relation to shares unallocated to individua! beneficiaries.

Restrictions on voting deadlines

The notice of any general meeting shall specify the deadline for
exercising voting rights and appointing a proxy or proxies to vote in
relation to resolutions to be proposed at the general meeting. The
number of proxy votes for, against or withheld in respect of each
resolution are publicised on the Company's website after the meeting.

Appointment and replacement of directors
Subject to certain nationality requirements mentioned below, the
Company may by ordinary resolution appoint any person to be a director.

The majority of directors holding office must be British. Otherwise
the directors who are not British shall vacate office in such order
that those who have been in office for the shortest period since their
appointment shall vacate their office first, unless all of the directors
otherwise agree among themselves. Any director who holds the office
of either chairman (in an executive capacity) or chief executive shall
also be British.

The Company must have six directors holding office at all times. If the
number is reduced to below six, then such number of persons shall
be appointed as directors as soon as is reasonably practicable to
reinstate the number of directors to six. The Company may by ordinary
resolution from time to time vary the minimum number of directors.

At each AGM of the Company, any director who was elected or last
re-elected at or before the AGM held in the third calendar year before
the then current calendar year must retire by rotation and such further
directors must retire by rotation so that in total not less than one-third
of the directors retire by rotation each year. A retiring director is eligible
for re-election.

Amendment of the Company’s Articles of Association

The Company’s Articles of Association may only be amended by a
special resolution at a general meeting of shareholders. Where class
rights are varied, such amendments must be approved by the members
of each class of shares separately.

In addition, certain provisions of 1he Articles of Association cannot
be amended without the consent of the Special Shareholder. These
provisions inciude the requirement that no foreign person, or foreign
persons acting in concert, can have more than a 15% voting interest
in the Company, the requirement that the majority of the directors
are British, the requirement that decisions of the directors at their
meetings, in their committees or via resolution must be approved

by a majority of British directors and the requirement that the chief
executive and any executive chairman are British.

At the 2008 AGM a special resolution will be put to shareholders
proposing amendments to the existing Articles of Association
primarily in order to accommodats the provisions of the new
Companies Act 2006.

Powers of the directors

The directors are responsible for the management of the business
of the Company and may exercise all powers of the Company subject
to applicable legislation and regulation and the Memerandum and
Articles of Association.

At the 2007 AGM, the directors were given the power to buy back

a maximum number of 320,008,915 ordinary shares at a minimum
price of 2.5p each. The maximum price was an amount equal to 105%
of the average of the middle market quotations of the Company’s
ordinary shares as derived from the London Stock Exchange Daily
Official List for the five business days immediately preceding the day
on which such ordinary shares are contracted to be purchased. This
power will expire at the earlier of the conclusion of the 2008 AGM or
9 August 2008. A special resclution will be proposed at the 2008
AGM to renew the Company's authority to acquire its own shares.

As part of a share buyback programme which commenced in Qctober
2006, the Company repurchased 33,270,000 of its ordinary shares
(having a nominal value of £831,750) during 2007 for an aggregate
consideration of approximately £147m. The shares repurchased
represented 0.93% of the called-up share capital of the Company as at
31 December 2007. No further shares have been repurchased since
the year end. The repurchased shares are hetd in treasury.

At the 2007 AGM, the directors were given the power to issue new
shares up to an amount of £26,664,742. This power will expire on
the eartier of the conclusion of the 2008 AGM or 8 August 2008.
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Accordingly, a resolution will be proposed at the 2008 AGM to renew
the Company’s authority to issue further new shares.

Directors' indemnities

The Company has entered into deeds of indemnity with all its current
directors and those persons who were directors for any part of 2007
which are qualifying indemnity provisions for the purpose of the
Companies Act 2006. A similar indemnity has been provided to

Sir Richard Evans, a former director who retired from the Board on
30 June 2004 but remained an employee of the Company in a part-
time customer reiationship role.

Change of contro! - significant agreements

The following significant agreements contain provisions entitling the
counterparties t¢ exercise termination, alteration or other similar
rights in the event of a change of control of the Company:

—The Group has entered into a £1.5bn Revolving Credit Facility dated
1 February 2005 {as amended) and a £5600m Letter of Credit Facility
dated 27 March 2006, which provide that, in the event of a change
of control of the Company, the lenders are entitled to renegotiate
terms, or if no agreement is reached on negotiated terms within .

a certain period, to call for the prepayment or cancellation of the
facilities. The Revolving Credit Facility was undrawn as at
31 December 2007:

- The Company has entered into a Restated and Amended
Shareholders Agreement with European Aeronautic Defence
and Space Company EADS N.V. (EADS) and Finmeccanica S.p.A
(Finmeccanica) relating tc MBDA S.A.S. dated 18 December 2001
(as amended). In the event that control of the Company passes to
certain specified third party acquirors, the agreement allows EADS
and Finmeccanica to exercise an option to terminate certain
executive management level nomination and voting rights and
certain sharcholder information rights of the Company in relation
to the MBDA joint venture. Following the exercise of this option,
the Company would have the right to require the other shareholders
to purchase its interest in MBDA at fair market value, The Company
and EADS have agreed that if Finmeccanica acquires a controlling
interest in the Company, EADS will increase its shareholding in
MBDA to 50% by purchasing the appropriate number of shares in
MBDA at fair market value;

- The Company, BAE Systems North America Inc. {now BAE Systems,
Inc.) and BAE Systems Holdings Inc. entered into a Special Security
Agreement dated 29 November 2000 with the US Department of
Defense regarding the management of BAE Systems, Inc. in order
to comply with the US government’s national security requirements.
In the event of a change of control of the Company, the Agreement
may be terminated or altered by the US Department of Defense.

In addition, the Company's share plans contain provisions as a result
of which options and awards may vest and become exercisable on

a change of control of the Company in accordance with the rules of
the plans.

Auditors

KPMG Audit Plc, the auditors for the Company, have indicated their
willingness to continue in office and a resolution proposing their
re-appeintment will be put to the AGM.

Statement of directors’ responsibllities In respect of the Annual Report
and financial statements

The directors are responsible for preparing the Annual Report and

the Group and parent company financial statements in accordance
with applicable law and regulations. Company law requires the
directors to prepare Group and parent company financial statements
for each financial year. Under that law they are required to prepare the
Group financial statements in accordance with International Financial
Reporting Standards (IFRSs) as adopted by the EU and applicable law

and have elected to prepare the parent company financial
statements in accordance with UK Accounting Standards and
applicable law (UK Generally Accepted Accounting Practice).

The Group financial statements are required by law and IFRSs as
adopted by the EU to present fairly the financial position and the
performance of the Group: the Companies Act 1985 provides in
relation to such financial statements that references in the relevant
part of that Act to financial statements giving a true and fair view
are references to their achieving a fair presentation.

The parent company financial statements are required by law to give
a true and fair view of the state of affairs of the parent company,

In preparing each of the Group and parent company financial
statements, the directors are required to:

- select suitable accounting policies and then apply
them consistently;

— make judgements and estimates that are reasonable
and prudent;

— for the Group financial statements, state whether they have
been prepared in accordance with IFRSs as adopted by the EU;

- for the parent company financial statements, state whether
applicable UK Accounting Standards have been followed, subject
to any material departures disclosed and explained in the parent
company financial statements; and

- prepare the financial statements on the going concern basis
unless it is inappropriate to presume that the Group and the
parent company will continue in business.

The directors are responsible for keeping proper accounting records
that disclose with reasonable accuracy at any time the financial
position of the parent company and enable them to ensure that its
financial statements comply with the Companies Act 1985. They
have general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Group and to prevent
and detect fraud and other irregularities.

Under applicable law and regulations, the directors are also
responsible for preparing a directors’ report, directors’ remuneration
report and corporate governance statement that comply with that
law and those regulations.

Statement of disclosure of information to auditors

The directors who held office at the date of approval of this
Directors’ report confirm that, so far as they are each aware, there
is no refevant audit information of which the Company's auditors
are unaware; and each director has taken all the steps that he
ought to have taken to make himself aware of any relevant audit
information and to establish that the Company's auditors are aware
of that information.

By order of the Board

David Parkes
Company Secretary
20 February 2008
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We have audited the Group and parent company financial statements
(the *financial statements’) of BAE Systems plc for the year ended
31 December 2007 which comprise the Consolidated Income
Statement, the Consolidated and Company Balance Sheets, the
Consolidated Cash Flow Statement, the Consolidated Statement

of Recognised income and Expense and the related notes, These
financial statements have been prepared under the accounting
policies set out therein. We have also audited the information in

the Directors’ Remuneration Report that is described as having

been audited.

This report is made solely to the Company’s members, as a body,
in accordance with section 235 of the Companies Act 1985. Our
audit work has been undertaken so that we might state to the
Company's members those matters we are required to state to
them in an auditor's report and for no other purpose, To the fullest
extent permitted by law, we do not accept or assume responsibility
to anyone other than the Company and the Company’s members
as a body, for our audit work, for this report, or for the opinions

we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report

and the Group financial statements in accordance with applicable
law and International Financial Reporting Standards (IFRSs) as
adopted by the EU, and for preparing the parent company financial
statements and the Directors’' Remuneration Report in accordance
with applicable law and UK Accounting Standards (UK Generally
Accepted Accounting Practice) are set out in the Statement of
Directors’ Responsibilities on page 86.

Our responsibility is to audit the financial statements and the part
of the Directors’ Remuneration Report to be audited in accordance
with relevant legal and regulatory requirements and International
Standards on Auditing (UK and lreland).

. We report to you our opinion as to whether the financial statements
give a true and fair view and whether the financial statements and
the part of the Directors’ Remuneration Report to be audited have
heen properly prepared in accordance with the Companies Act 1985
and, as regards the Group financial statements, Article 4 of the

IAS Regulation. We also report to you whether in our opinion the
information given in the Directors’ Report is consistent with the
financial statements.

In addition we report to you if, in our opinion, the Company has
not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration

and other transactions is not disclosed.

We reviewwhether the Corporate Governance Statement reflects
the Company's compliance with the nine provisions of the 2006
Combined Code specified for our review by the Listing Rules of the
Financial Services Authority, and we report if it does not. We are
not required to consider whether the Board's statements on internal
control cover all risks and controls, or form an opinion on the
effectiveness of the Group's corporate governance procedures

or its risk and control procedures.

We read the other information contained in the Annual Report
and consider whether it is consistent with the audited financial
statements. We consider the implications for our report if we
become aware of any apparent misstatements or material
inconsistencies with the financial statements. Our responsibilities
do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards
on Auditing (UK and Ireland) issued by the Auditing Practices Board.
An audit includes examination, on a test hasis, of evidence relevant
to the amounts and disclosures in the financial statements and the
part of the Directors’ Remuneration Report t0 be audited. It also
includes an assessment of the significant estimates and judgements
made by the directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the
Group's and Company’s circumstances, consistently applied and
adequately disclosed,

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the financial statements and the part of the
Directors’ Remuneration Report to be audited are free from material
misstatement, whether caused by fraud or other irregularity or error.
In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements and the part
of the Directors’ Remuneration Report to be audited.

Opinion

In our opinion:

— the Group financial statements give a true and fair view, in
accordance with IFRSs as adopted by the EU, of the state of
the Group’s affairs as at 31 December 2007 and of its profit for
the year then ended;

- the Group financial statements have been properly prepared in
accordance with the Companies Act 1985 and Aricle 4 of the
IAS Regulation;

- the parent company financial statements give a true and fair
view, in accordance with UK Generally Accepted Accounting
Practice, of the state of the parent company's affairs as at
31 December 2007,

— the parent company financial statements and the part of the
Directors’ Remuneration Report to be audited have been properly
prepared in accordance with the Companies Act 1985; and

— the information given in the Directors’ Report is consistent with
the financial statements.

KPMG Audit Pic
Chartered Accountants
Registered Auditor
London

20 February 2008
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Total Total
2007 2007 2006 2006
Notes £m £m £m £m
Continuing operations
Combined sales of Group and equity accounted investments 3 15,710 13,765
Less: share of equity accounted investments 3 (1,401) {1,432)
Revenue 3 14,309 12,333
Operating costs 4 (13,480} (11,763)
Other income 5 209 371
Group operating profit excluding amortisation and impairment
of intangible assets 1,335 1,080
Amortisation 11 (149) (105}
Impairment 11 (148) (34)
Group aperating profit 1,038 941
Share of resuits of equity accounted investments excluding finance costs
and taxation expense 142 127
Financial income of equity accounted investments a5 21
Taxation expense of equity accounted investments (38) (35)
Share of results of equity accounted investments 14 139 113
Earnings before amortisation and impairment of intangible assets,
finance costs and taxation expense (EBITA) 1,477 1,207
Amortisation {149) (105)
impairment (148) (34)
Financial income of equity accounted investments 35 21
Taxation expense of equity accounted investments (38) (35)
Operating profit 3 1,177 1,054
Finance costs 6
Financial income 1,257 1,330
Financial expense (1,199) {1,525)
58 {195}
Profit before taxation 1,235 859
Taxation expense 8
UK taxation (201) (97)
Overseas taxation (134) (116)
(335) {213)
Profit for the year from continuing operations 200 646
Profit for the year from discontinued operations g 22 993
Profit for the year 922 1,639
Attributable to:
BAE Systems shareholders 901 1,636
Minority interests 21 3
922 1,639
Earnings per share 10
Continuing operations:
Basic earnings per share 26.0p 19.9p
Diluted earnings per share 25.8p 192.8p
Discontinued operations:
Basic earnings per share 0.6p 30.8p
Diluted earnings per share 0.6p 29.4p
Total: .
Basic eamings per share 26.6p 50.7p
Diluted earnings per share 26.4p 49.2p
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Q
2007 2006 @
MNotes £m £m 3
Non-current assets 3
Intangible assets ' 11 9,559 78695 32
Property, plant and equipment 12 1,774 1,746 !
Investment property 13 113 123 g
Equity accounted investments 14 781 671 5
Other investments 15 6 11 3
Other receivables 16 322 569 “
Other financial assets 17 48 51 2
Deferred tax assets 8 567 1,077 ¢
13,170 11,843
Current assets
Inventories 18 701 395
Trade and other receivables including amounts due from customers for contract work 16 2,933 2,253
Current tax 35 3 2
Other investments 15 164 503 8
Other financial assets 17 101 ‘50 B
Cash and cash equivalents 3,062 3,100
6,996 6304 8
Non-current assets and disposal groups held for sale 19 94 - g
7,090 6,304 1
Total assets 3 20,260 18,147 £
Non-current liabllities 3
Loans 20 (2,197) (2,776) 3
Trade and other payables . 21 {413) (465) 3
Retirement benefit obligations 22 (1,629) (2,499) @
Other financial liabilities . 17 (26) (45)
Deferred tax liabilities 8 {40) {15)
Provisions 23 {399) (271)
(4,704 {6,071)
Current liabilities
Loans and overdrafts 20 {299) (334) I
Trade and other payables 21 (8,245) (6,717)
Other financial liabilities 17 (71) (50)
Current tax : {499) 417y B
Provisions 23 (410) (424) B
{9,524) (7.942) H
Liabilities directly associated with disposal groups held for sale 19 {30} - E
{9,554) 7.942)
Totai liabilities 3 (14,258) (14,013)
Net assets 6,002 4,134
Capital and reserves
Issued share capital 25,27 90 81
Share premium 27 1,222 841
Equity option of convertible preference shares 27 - 76
Other reserves 27 4,631 4,330
Retained earnings 27 23 (1,211)
Total equity attributable to equity holders of the parent 5,966 4,117
Minority interests 27 36 17 o
Total equity 6,002 4,134 g
1]
=
Approved by the Board on 20 February 2008 and signed on its behalf by: %
M J Turner G W Rose ‘f_
Chief Executive Group Finance Director g..
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2007 2006
Notes £m £m
Profit for the year from continuing operations 900 646
Profit for the year from discontinued operations 22 993
Profit for the year 922 1,639
Taxation expense - continuing operations 335 213
Taxation expense — discontinued operations - 4
Share of results of equity accounted investments — continuing operations 14 (139) (113)
Share of results of equity accounted investments - discontinued operations - {7
Net finance costs - continuing operations (58) 195
Net finance costs — discontinued operations - {2)
Depreciation, amortisation and impairment 610 422
Loss/(gain) on disposal of property, plant and equipment 4.5 3 (60)
Gain on disposal of investment property 5 (47) {84)
Gain on disposal of non-current other investments (8) -
Gain on disposal of businesses — continuing operations 4.5 (40) - {13)
Gain on disposal of businesses — discontinued operations 9 (22) {925)
Impairment of other investments 15 - 2
Cost of equity-settled employee share schemes 34 21
Movements in provisions 52 a7
Decrease in liabilities for retirement benefit obligations (233) (834)
(Increase)/decrease in working capital:
Inventaries (188) 28
Trade and other receivables (271) (187)
Trade and other payables 1,212 495
Cash inflow from operating activities 2162 778
Interest paid (224) {315)
Interest element of finance lease rental payments (8) (11)
Taxation paid (112) (85)
Net cash Inflow from operating activitles 1,820 367
Dividends received from equity accounted investments - continuing operations 8 57
Dividends received from equity accounted investments — discontinued operations - 88
Interest received 175 139
Purchases of property, plant and equipment (307) {419}
Purchases of intangible assets (31) {27)
Equity accounted investment funding (4) -
Proceeds from sale of property, plant and equipment 13 135
Proceeds from sale of investment property 53 174
Proceeds from sale of non-current other investments 15 1
Purchase of non-current other investments 15 {1} {5)
Purchase of subsidiary undertakings 29,31 {1,731} (12)
Net cash acquired with subsidiary undertakings 6 -
Purchase of equity accounted investments (1) (4}
Proceeds from sale of subsidiary undertakings 9 96 174
Cash and cash equivalents disposed of with subsidiary undertakings (1) (40)
Proceeds from sale of equity accounted investments 2] 57 1,212
Proceeds from sale of Exchange Property 15 - B57
Net proceeds from sale/{purchase) of other deposits/securities 343 {468)
Net cash (outflow)/inflow from Investing activities (1,240) 1,562
Capital element of finance Iease rental payments (25) (45)
Proceeds from issue of share capital 27 805 53
Purchase of treasury shares 27 (152) {112)
Purchase of own shares 27 (50) (12)
Equity dividends paid 30 (396) (3486}
Dividends paid to minority interests (1) -
Dividends paid on preference shares (10) {20}
Cash inflow from loans - 66
Cash outffow from repayment of loans (782) (921)
Net cash outflow from financing activities {611) {1,337)
Net (decrease)/Increase In cash and cash equivalents (31) 592
Cash and cash equivalents at 1 January 3,074 2,491
Effect of foreign exchange rate changes on cash and cash equivalents 3 {9)
Cash and cash equivalents at 31 December 3,046 3,074
Comprising: Cash and cash equivalents 3,062 3,100
Overdrafts (16) (26)
Cash and cash equivalents at 31 December 3,046 3,074
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2007 2006
Notes £m £m
Currency translation on foreign currency net investments:
Subsidiaries (1) (162)
Equity accounted investments 14 43 (26)
Amounts credited to hedging reserve 41 221
Net actuarial gains on defined benefit pension schemes:
Subsidiaries 544 692
Equity accounted investments 24 72
Fair value movements on available-for-sale investments 5 -
Current tax on items taken directly to equity 8 96 21
Deferred tax on items taken directly to equity:
Subsidiaries 8 (259) (227}
Tax rate adjustment? 8 {19) -
Equity accounted investments () (92)
Recycling of fair value movements on disposal of available-for-sale investments (6) -
Recycling of cumulative currency transiation on disposal:
Continuing operations - 3
Discontinued operations - 11
Recycling of cumulative net hedging reserve on disposal — discontinued operations - (448)
Net income recognised directly in equity 462 65
Profit for the year 922 1,639
Total recognised Income and expense 1,384 1,704
Attributable to:
Equity shareholders 1,363 1,701
Minority interests 21 3
1,384 1,704

1 The UK current tax rate will be reduced from 30% 10 28% with effect from 1 Apxil 2008. In line with this change, the rate applying to UK deferred tax assets and liabilities has alse
been reduced from 30% to 28%, creating a rate adjustment, which is partly reflected in the Consolidated income statement and partly in the Consoligated statement of recognised

income and expense.
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1. Accounting policies

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies
have been consistently applied to all the years presented, unless
otherwise stated.

Basis of preparation ‘
The consolidated financial statements of BAE Systems pl¢c have
been prepared in accordance with EU endorsed International
Financial Reporting Standards (IFRS), International Financial
Reporting Interpretations Committee interpretations (IFRICs)
and the Companies Act 1985 applicable to companies reporting
under IFRS.

The consolidated financial statements are presented in pounds
sterling and, unless stated otherwise, rounded to the nearest million.
They have been prepared under the historical cost convention, as
modified by the revaluation of available-for-sale financial assets,

and other relevant financial assets and financial liabilities (including
derivative instruments),

The preparation of financial statements in conformity with IFRS
requires the use of certain critical accounting estimates and
judgements. An analysis and explanation of the critical accounting
estimates and judgements used in producing this set of financial
statements is made in the Directors’ report on pages 23 and 24.

Basis of consolidation

The financial statements of the Group consolidate the results of the
Company and its subsidiary entities, and include its share of its joint
ventures’ and associates' results accounted for under the equity
method, all of which are prepared to 31 December.

A subsidiary is an entity controlled by the Group. Control is the power
to govern the operating and financial policies of the entity so as to
obtain benefits from its activities. Subsidiaries include the special
purpose entities that the Group transacted through for the provision of
guarantees in respect of residual values and head lease and finance
payments on certain regional aircraft sold.

The purchase method of accounting is used to account for the
acquisition of subsidiaries by the Group. The cost of the acquisition
is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a
business combination are measured initially at their fair values at the
acquisition date. The excess of the cost of acquisition over the fair
value of the Group's share of the identifiable net assets acquired is
recorded as goodwill. The results of such subsidiaries are included in
the consolidated income statement from the date of acquisition, up to
the date of disposal.

An entity is regarded as a joint venture if the Group has joint control
over its operating and financial policies. An entity is regarded as an
associate if the Group has significant influence, but not control, over
its operating and financial polictes. Joint ventures and associates are
accounted for under the equity method where the Group's income
statement includes its share of their profits and losses and the
Group's balance sheet includes its share of their net assets.

Where the Group contributes a business, or other non-monetary
assets for an interest in a subsidiary, joint venture or associate,
such transactions are recorded so that the reduction in ownership
of the business heing contributed is accounted for as a disposal
while the increased interest in the enlarged Group or new interest
in the business contributed by other parties to the transaction is
accounted for as an acquisition. Fair values are appiied to those
operations which are subject to the exchange and which have not
previously been held within the Group. Any loss or realised gain
resulting from the transaction is recorded in the income statement
while any unrealised gain is eliminated against the investment,

Goodwill

Goodwilt on acquisitions of subsidiaries is included in intangible
assets. Goodwill on acquisitions of joint ventures and assoaciates
is included in the carrying value of equity accounted investments.
Goodwill is tested annually for impairment and carried at cost less
accumulated impairment losses. Gains and losses on the disposal
of an entity include the carrying amount of goodwill refating to the
entity sold.

Goodwill is allocated to cash-generating units for the purpose of
impairment testing.

Goodwill arising on acquisitions before the date of transition to

IFRS (1 January 2004) has been retained at the previous UK GAAP
amounts, as any amounts related to intangible assets that would have
been recorded in the acquired entity if it had applied IAS 38 Intangible
Assets at the date it was acquired by the Group were considered
immaterial, after being tested for impairment at that date. Goodwill
written off to reserves under UK GAAP prior to 1998 has not been
reinstated and is not included in determining any subsequent profit

or loss on disposal.

Impairment

The carrying amounts of the Group’s assets are reviewed at each
balance sheet date to determine whether there is any indication of
impairment as required by IAS 36 Impairment of Assets. If any such
indication exists, the asset’'s recoverable amount is estimated. For
intangible assets that are not yet available for use, and goodwill, the
recoverable amount is estimated at each balance sheet date,

An impairment loss is recognised whenever the carrying amount of
an asset or its cash-generating unit exceeds its recoverable amount.
Impairment losses are recognised in the income statement.

The recoverable amount of assets carried at amortised cost is
calculated as the present value of estimated future cash flows,
discounted at appropriate pre-tax discount rates. Receivables with
a short-term duration are not discounted.

The recoverable amount of other assets is the greater of their fair
value less cost to sell and value in use. In assessing value in use,
the estimated future cash flows are discounted to their present
value using an appropriate pre-tax discount rate.

These calculations use cash flow projections based on the Group's
Integrated Business Plan and include a terminal value based on
the projections for the final year of that plan. This is considered
appropriate due to the long-term nature of the defence industry.

A pre-tax discount rate of 8.43% has been used in discounting the
projected pre-tax cash flows.

For an asset that does not generate largely independent cash inflows,
the recoverable amount is determined for the cash-generating unit to
which the asset belongs,

An impairment l0ss in respect of assets, other than goodwill,
carried at amortised cost is reversed if the subsequent increase in
recoverable amount can be related objectively to an event occurring
after the impairment loss was recognised. An impairment loss in
respect of an equity investment classified as available-for-sale is
not reversed through profit or loss. An impairment loss in respect
of goodwill is not reversed. An impairment loss in respect of other
assets is reversed if there has been a change in the estimate used
to determine the recoverable amount. An impairment loss is reversed
only to the extent that the asset’s carrying amount does not exceed
the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had

been recognised.
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1. Accounting policies (continued)

Revenue and profit recognition

Sales include the Group's net share of sales of joint ventures and
associates. Revenue represents sales made by the Company and its
subsidiary undentakings, excluding the Group’s share of sales of joint
ventures and associates.

Long-term contracts .

The majority of the Group's long-term contract arrangements

are accounted for under IAS 11 Construction Contracts. Sales

are recognised as 5oon as the Group has obtained the right to
consideration in exchange for its performance. This is usually when
title passes or a separately identifiable phase (milestone) of a
contract or development has been completed and accepted by

the customer.

No profit is recognised on contracts until the outcome of the contract
can be reliably estimated. Profit is calculated by reference to reliable
estimates of contract revenue and forecast costs after making
suitable allowances for technical and other risks related to
performance milestones yet to be achieved. The amount of profit
attributable to the stage of completion of these contracts is arrived at
by reference 1o the estimated overall profitability of the contract. When
it is probable that total contract costs will exceed total contract
revenue, the expected loss is recognised immediately as an expense.

Goods sold and services rendered

Sales of goods and the provision of services not under a long-term
contract are recognised in the income statement when the significant
risks and rewards of ownership have been transferred to the buyer and
revenue and costs can be reliably measured.

Profit is recognised at the time of sale. Sales and profits on
intercompany trading are generally determined on an am’s length basis.

Lease income
Rental income from aircraft operating leases is recognised in
revenue on a straight-line basis.

Foreign currencies

Transactions in foreign currencies are translated at the exchange
rates ruling at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies are retranslated at the
exchange rates ruling at the balance sheet date. These exchange
differences are recognised in the consolidated income statement
unless they qualify for net investment hedge accounting treatment,

'~ in which case the effective portion is recognised directly in a separate

component of equity.

For consolidation purposes the assets and liabilities of overseas
subsidiary entities, joint ventures and associates are translated

at the exchange rate ruling at the balance sheet date. Income
statements of such entities are translated at average rates of
exchange during the year. All resulting exchange differences including
exchange differences arising from the translation of borrowings and
cther financial instruments designated as hedges of such investments
are recognised directly in a separate component of equity.

Translation differences that arose before the transition date to

IFRS (1 January 2004} are presented in equity but not as a separate
component, When a foreign operation is sold, the cumulative
exchange differences recognised since 1 January 2004 are recognised
in the income statement as part of the profit or loss on saie.

Research and development
The Group undertakes research and development activities either
on its own behalf or on behalf of customers.

Group-funded expenditure on research activities is written off as
incurred and charged to the income statement.

Group-funded expenditure on development activities applied to a plan
or design for the production of new or substantially improved products
and processes, is capitalised as an internally generated intangible
asset if certain conditions are met. The expenditure capitalised
includes the cost of materials, direct labour and related overheads.
Capitalised development expenditure is stated at cost less
accumulated amortisation and impairment losses. Capitalised
development expenditure is amortised over the expected life of

the product.

Where the research and development activity is performed for
customers, the revenue arising is recognised in accordance with
the Group's revenue recognition policy above.

Other intangible assets

Acquired computer software licences for use within the Group are
capitalised as an intangible asset on the basis of the costs incurred
to acquire and bring to use the specific software.

Costs that are directly associated with the production of identifiable
and unique software products controlled by the Group, and that will
probably generate economic benefits exceeding costs beyond one
year, are recognised as intangible assets. Capitalised software
development expenditure is stated at cost less accumulated
amortisation and impairment losses. Groupfunded expenditure
associated with enhancing or maintaining computer software
programmes for sale is recognised as an expense as incurred.

Trademarks and licences have definite useful lives and are carried
at cost fess accumulated amortisation and impairment losses.

Intangible assets arising from a business combination are recognised
at fair value, amortised over their estimated useful lives and subject
to impairment testing.

Amortisation is charged to the income statement on a straight-line
basis over the estimated useful lives of the intangible assets.

The estimated useful lives are as follows:
Acquired computer software licences
Capitalised software development
Trademarks and licences

Other intangibles

2 to 5 years
2 to 5 years
up to 20 years
up to 10 years

Property, plant and equipment

items of property, plant and equipment are stated at cost less
accumulated depreciation and impairment losses. The cost of self-
constructed assets includes the cost of materials, direct labour and
an appropriate proportion of production overheads.

Depreciation is provided, normally on a straight-line basis, to
write off the cost of property, plant and equipment over their
estimated useful lives to any estimated residual value, using the
following rates:
Buildings

up to 50 years, or the lease
term if shorter

8 years
3 to 5 years

Research equipment
Computing equipment,
motor vehicles and short life
works equipment

Aircraft

up to 15 years, or the lease
term if shorter

10 to 15 years, or the project
life if shorter

Other equipment

In the Group's North American businesses, depreciation is normally
provided on a basis consistent with cost reimbursement profiles under
US government contracts. Typically this provides for a faster rate

of depreciation than would otherwise arise on a straightline basis.

No depreciation is provided on freehold land and assets in the course
of construction.
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1. Accounting policies (continued)

The assets’ residual values, useful lives and depreciation

methods are reviewed, and adjusted if appropriate, at each balance
sheet date. Where applicable, useful lives reflect the component
accounting principle,

Assets obtained under finance leases are included in property, plant
and equipment and stated at an amount equal to the lower of the
fair value and the present value of the minimum lease payments

at inception of the lease, less accumulated depreciation and
impairment losses.

Investment property

‘Land and buildings that are leased to non-group entities are

classified as investment property. The Group measures investment
property at its cost less accumulated depreciation and accumulated
impairment losses.

Depreciation is provided, on a straight-line basis, to write off the cost
of investment property over its estimated useful life of up to 50 years.

The assets' residual values and usefu! lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

Other investments

The Group determines the classification of its other investments

at initial recognition taking account of, where relevant, the purpose for

which the investments were acquired. The Group classifies its other

investments as follows:

(a)loans and receivables: term deposits, principally comprising funds
held with banks and other financial institutions, are carried at
amortised cost using the effective interest method;

(b} at fair value through profit or loss: financial instruments held for
trading or designated by management on initial recognition. They
are held at fair value and included in non-current assets unless
management intends to dispose of the investment within
12 months of the balance sheet date;

(c) held to maturity: non-derivative financial assets with fixed or
determinable payments and fixed maturities that the Group's
management has the positive intention and ability to hold to
maturity. During the year, the Group did not heold any investments
in this category;

{d) available-for-sale: investments other than interests in joint ventures
and associates and term deposits and not classified as (b) or (c)
above. They are held at fair value and included in noncurrent
assets unless management intends to dispose of the investment
within 12 months of the balance sheet date.

Purchases and sates of investments are recognised at the date on
which the Group commits to purchase or sell the asset. Investments
are initially recognised at fair value plus transaction costs for all
financial assets not carried at fair value through profit or loss.

Investments are derecognised when the rights to receive cash

flows from the investments have expired or have been transferred and
the Group has transferred substantially all risks and rewards

of ownership.

Realised and unrealised gains and losses arising from changes in the
fair value of the investments classified as at fair value through profit
or loss are included in finance costs in the income statement in the
period in which they arise. Unrealised gains or losses arising from
changes in the fair value of investments classified as available-for-sale
are recognised in equity. When investments classified as available-for-
sale are sold or impaired, the accumulated fair value adjustments are
included in the income statement as gains and losses from
investment securities within finance costs.

The fair values of quoted investments are based on bid prices at the
balance sheet date.

Trade and other recelvables

Trade and other receivables are stated at their amortised cost less
impairment losses. A provision for impairment is established when
there is objective evidence that the Group will not be able to collect
all amounts due according to the original terms of the receivables.
Significant financial difficulties of the debtor, probability that the
debtor will enter bankruptey or finangial regrganisation, and default
or delinquency in payments are considered indicators that the trade
receivable is impaired.

Amounts due from customers for contract work include long-term
contract balances less attributable progress payments.

Long-term contract balances are stated at cost, plus attributable
profit, less provision for any anticipated losses. Appropriate provisions
for any losses are made in the year in which they are first foreseen.

Progress payments are amounts received from customers in
accordance with the terms of contracts which specify payments in
advance of delivery and are credited, as progress payments, against
any expenditure incurred for the particular contract. Any unexpended
balance in respect of progress payments is held in trade and other
payables as customer stage payments or, if the amounts are subject
to advance payment guarantees unrelated to company performance,
as cash received on customers’ accounti.

Cash received on customers’ account is excluded from net cash/{debt)
as defined by the Group.

Inventories
Inventories are stated at the lower of cost, including all relevant
overhead expenditure, and net realisable value.

Cash and cash equivalents

Cash and cash equivalents includes ¢ash in hand, call deposits
and other short-term liquid investments with original maturities of
three months or less and which are subject to an insignificant risk
of change in value. For the purpose of the cash flow statement,
¢ash and cash equivalents also includes bank overdrafts that are
repayable on demand.

Non-current assets and disposal groups held for sale

Noncumrent assets and disposal groups are classified as assets held for
sale and stated at the lower of camying amount and fair value less costs
to sell if their carrying amount is to be recovered principally through a
sale transaction rather than through continuing use.

This condition is regarded as met only when the sale is highly
probable and expected to be completed within a year from the
classification. In addition, the asset (or disposal group) is to be
avaitable for immediate sale in its present condition and is actively
being marketed at a price that is reasonable in relation to its current
fair value,

Loans and overdrafts

Loans and overdrafts are recognised initially at fair value, less
attributable transaction costs. Subsequent to initial recognition, loans
and overdrafts are stated at amortised cost or fair value in respect of
the hedged risk where hedge accounting has been adopted, with any
difference between cost and redemption value being recognised in the
income statement over the period of the borrowings on an effective
interest basis. :

Borrowing costs

Borrowing costs in connection with the acquisition or construction
of items of property, plant and equipment, investment property and
inventories are not capitalised.

Trade and other payables
Trade and other payables are stated at their cost.
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1. Accounting policies (continued)

Leases

Assets obtained under finance leases are included in property, plant
and equipment at ¢ost and are depreciated over their useful lives, or
the lease term, whichever is the shorter. Future instalments under
such teases, net of financing costs, are included within loans. Rental
payments are apportioned between the finance element, which is
included in finance costs, and the capital element, which reduces the
outstanding obligation for future instalments, so as to give a constant
charge on the cutstanding obligation.

Payments, including any incentives, made under operating leases are
recognised in the income statement on a straight-line basis over the
lease term.

Assets held for leasing out under operating leases are included in
property, plant and equipment at cost less accumulated depreciation
and accumuiated impairment losses. Rental income is recognised in
revenue on a straight-line basis.

Assets leased out under finance leases cease to be recognised in
the balance sheet after the inception of the lease. Instead, a finance
lease receivable, representing the discounted future lease payments
to be received from the lessee plus any discounted unguaranteed
residual value, is recorded as a long-term financial asset. Interest
income is recognised in the income statement as it accrues, taking
into account the effective yield on the asset,

Derivative financial instruments

The global nature of the Group’s business means it is exposed to
volatility in currency exchange rates. In order to protect itself against
currency fluctuations, the Group’s policy is to hedge all material firm
transactional exposures as well as to manage anticipated economic
cash flow exposures over the medium term, The Group also uses
interest rate derivative instruments to manage the Group’'s exposure
to interest rate fluctuations on its borrowings and deposits by varying
the proportion of fixed rate debt relative to floating rate debt over the
forward time horizon. The Group aims to achieve hedge accounting
treatment for all derivatives that hedge material foreign currency
exposures and those interest rate exposures where hedge accounting
can be achieved.

In accordance with its treasury policy, the Group does not hold
derivative financial instruments for trading purposes. However,
derivatives that do not qualify for hedge accounting are accounted
for as trading instruments.

Derivative financial instruments are recognised initially at fair value.

Subsequent to initial recognition, such instruments are stated at

fair value at the balance sheet date. Where a derivative financial

instrument is designated as a hedge of cash flows relating to a highly

| probable forecast transaction (income or expense), the effective
portion of any change in the fair value of the instrument is recognised
directly in reserves. Amounts recognised in reserves are recycled from
reserves and recognised in the income statement when the underlying

transaction affects profit or loss. The ineffective portion of any change
in the fair value of the instrument is recognised in the income
statement immediately. Where a derivative financial instrument is
designated as a fair value hedge, changes in the fair value of the
underlying asset or liability, and gains and losses on the derivative
instrument, are recognised in the income statement for the period.
Gains and losses on derivative financial instruments that do not
qualify for hedge accounting are recognised in the income statement
for the period.

Tax

income tax on the profit or loss for the year comprises current and
deferred tax. Income tax is recognised in the income statement except
to the extent that it relates to items recognised directly in equity, in
which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the
year, using rates enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in respect of

previous years.

Deferred tax is provided in full, using the balance sheet liability
method, on temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. The following temporary differences are
not provided for: goodwill not deductible for tax purposes, the initial
recognition of assets or liabilities that affect neither accounting nor
taxable profit, and differences relating to investments in subsidiaries
to the extent that they will probably not reverse in the foreseeable
future. The amount of deferred tax provided is based on the expected
manner of realisation or settlement of the carrying amount of assets
and liabilities, using tax rates enacted or substantively enacted at the
balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable
that future taxable profits will be available against which the asset can
be utilised. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of
dividends are recognised at the same time as the liability to pay
the related dividend.

Provislons

A provision is recognised in the balance sheet when the Group has

a present legal or constructive obligation as a result of a past event,
it is probable that an outflow of economic benefits will be required to
settle the obligation and the amount has been reliably estimated. If
the effect is material, provisions are determined by discounting the
expected future cash flows at an appropriate pre-tax discount rate.

A provision for warranties is recognised when the underlying
products and services are sold. The provision is based on historical
warranty data and a weighting of all possible cutcomes against their
associated probabilities.

A provision for restructuring is recognised when the Group has approved
a detailed and formal restructuring plan, and the restructuring has either
commenced or has been publicly announced. Future operating costs are
not provided for.

A provision for onerous contracts is recognised when the expected
benefits to be derived by the Group from a contract are lower than
the unavoidable cost of meeting its obligations under the contract.

Provisions for losses on contracts are recorded when it becomes
probable that total estimated contract costs will exceed total
contract revenues., Such provisions are recorded as write downs

of work-in-progress for that portion of the work which has already
been completed, and as liability provisions for the remainder. Losses
are determined on the basis of estimated results on completion of
contracts and are updated regularly,
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1. Accounting policies (continued)

Employee benefits - Pension obligations
Group companigs operate various pension plans. The Group has both
defined benefit and defined contribution plans.

Obligations for contributions to defined contribution pension plans are
recognised as an expense in the income statement as incurred.

For defined benefit retirement plans, the cost of providing benefits is
determined perigdically by independent actuaries and charged 10 the
income statement in the period in which those benefits are earned by
the employees. Actuarial gains and losses are recognised in full in the
period in which they occur, and are recognised in the statement of
recognised income and expense. Past service cost is recognised
immediately to the extent the benefits are already vested, or otherwise
is recognised on a straight-line basis over the average period until the
benefits become vested.

The retirement benefit obligations recognised in the balance sheet
represent the present value of the defined benefit obligations as
adjusted for unrecognised past service cost and as reduced by the
fair value of scheme assets.

Long-term service benefits - Equity and equity-related -

compensation benefits

The Group issues equity-settled and cash-settled share options to
employees. In accordance with the requirements of IFRS 2 Share-
based Payments (IFRS 2), the Group has applied IFRS 2 to all equity-
settled share options granted after 7 November 2002 that were
unvested as of 1 January 2005 and all cash-settled options
outstanding at the halance sheet date.

As explained in note 26, equity-settled share options are measured at
fair value at the date of grant using an option pricing model. The fair
value is expensed on a straight-line basis over the vesting period,
based on the Group's estimate of the number of shares that will
actualiy vest.

Cash-settled share options are measured at fair value at the balance
sheet date using an option pricing model. The Group recognises

a liability at the balance sheet date based on these fair values,

and taking into account the estimated number of the options that
will actually vest and the relative completion of the vesting period.
Changes in the value of this liability are recognised in the income
statement for the vear.

Preference share capital

During the year, the Group's 7.75p (net) cumulative redeemable
preference shares of 25p each were converted into the Group's
ordinary shares of 2.5p on the hasis of 0.47904 ordinary shares
for every preference share.

In accordance with 1AS 32 Financial Instruments: Presentation, the
preference shares were considered a compound financial instrument
and, accordingly, split into an underlying debt instrument, classified
within loans and overdrafts, and an equity conversion option,
classified within equity.

The underlying debt instrument was presented on an amortised
cost basis until extinguished on conversion.

The eguity conversion option was presented at its historic fair value,
based on the date of original issue of the preference shares. On
conversion of the preference shares into ordinary shares, the equity
component was reclassified to share capital and share premium.

Dividends thereon are recognised in the income statement as
finance costs.

Dividends
Equity dividends on ordinary share capital are recognised as a liahility
in the period in which they are declared.

2. Changes in accounting policies

Standards, amendments and interpretations effective in 2007

With effect from 1 January 2007 the Group has adopted IFRS 7,
Financial Instruments: Disclosures. This introduces new disclosures
for financial instruments, but does not have any impact on the
consolidated income statement or balance sheet.

The following amendments and interpretations to published standards
are effective for accounting periods beginning on or after 1 January
2007:

- IFRIC 7, Applying the restatement approach under IAS 29;
— IFRIC 8, Scope of IFRS 2;

- IFRIC 9, Reassessment of embedded derivatives;

— IFRIC 10, Interim financial reporting and impairment; and

- Amendment to I1AS 1, Presentation of financial statements —
capital disclosures.

None of these have any significant impact on the Group's accounts.

New standards and interpretatlons to existing standards that are not
yet effective and have not been early adopted by the Group

The following EU endorsed standards and interpretations to existing
standards have been published and are mandatory for the Group's
accounting period beginning on 1 January 2008 or later periocds but
have not been early adopted by the Group:

- IFRS 8, Operating Segments (effective for 2008}. This requires that
entities adopt the 'management approach’ to reporting the financial
performance of their operating segments. The standard is
concemed with disclosure only and will therefore have no impact on
the consolidated income statement or balance sheet. Following the
changes to the Group's organisationa! structure from 1 January
2007, it is not expected to have a significant disclosure impact;

— IFRIC 11, {FRS 2, Group and Treasury Share Transactions is
effective for 2008. It is not expected to have any significant impact
on the Group’s accounts; and

- [FRIC 14, 1AS 19, The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction is effective for 2008.
The interpretation aims to clarify how to determine in normal
circumstances the limit on the asset that an employer's balance
sheet may contain in respect of its defined benefit pension plans and
when additional liabilities might be required to be recognised. This is
not expected to have any significant impact on the Group’s accounts.
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3. Segmental analysis

Analysis by business group

MaIAS] SSBLISNg -~ Lodas Si0198i1g

Combined sales of Less: Add:
Group and equity sales by equity sales 1o eqguity
accounted accounted accounted
investments investments investments Revenue
Restated! festated! Restated* Restated*
2007 2006 2007 2006 2007 2008 2007 2006
£m £m £m £m £m £m £m £m
Electronics, Intelligence & Support 3916 4,007 (7} (10) - - 3909 3,997
Land & Armaments 3,538 2,115 (1) (4) - 1 3,537 2,112
Programmes & Support 5327 4,615 (1,367) (1,522) 1,111 1,255 5071 4,348
International Businesses 3,359 3,428 (1,307 (1,321) - - 2,052 2,107
HQ & Other Businesses 243 205 - (8) - - 243 287

16,383 14,460 (2,682) (2,865) 1,111 1,256 14,812 12,851
Intra-business group sales/revenue (673) (695) - - 170 177 (503) (518)
15,710 13,765 (2,682) (2,865) 1,281 1,433 14,309 12,333
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Intra-business Revenue from
Eroup revenue external customers
Restated* Restated!
2007 2006 2007 2006
£m Em £m im
Electronics, Intelligence & Support 97 92 3,812 3,905
Land & Armaments 11 14 3,626 2,088
Programmes & Support 361 377 4,710 3,971
International Businesses 10 14 2,042 2,093
HQ & Other Businesses 24 21 219 266

503 518 14,309 12,333

-

Amortisation of impairment of Business &

EBITA? intangible assets intangible assets group result® S

Restated* Restated® Restated" Restated’ |3

2007 2006 2007 2006 2007 2006 2007 2006 4

£m £m £m £m £m £m £m £m %

Electronics, Intelligence & Support 429 429 (15) {14) - {2) 414 413 %

Land & Armaments 312 168 (110) {66) - - 202 102 B

Programmes & Support 456 342 (19) (200 (145) - 292 322 M
International Businesses 435 415 () (4 - - 431 411
HQ & Other Businesses (155) (147) 1) (1} (3) (32) (159) {(180)
1,477 1,207 (149) (105) (148) (34) 1,180 1,068
Financial income of equity accounted investments 35 21
Taxation expense of equity accounted investments (38) (35)
| Operating profit 1177 1,054
- Finance costs 58 {195)
Profit before taxation 1,235 859
Taxation expense {335) (213)
Profit for the year from continuing operations 900 646

1 restated following changes to the Group's organisational structure
2 earnings before amortisation and impairment of intangible assets, finance costs and taxation expense
3 the analysis by business group of the share of results of equity accounted investments is provided in note 14
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3. Segmental analysis (continued)

Assets excluding
intangible assets

MBIABI SS3UISNg — 1oda) si0lzaa0

and eguity
accounted Equity accounted
investments Intangible assets investments Total assets Total liabilittes
Restated! Restated* Restated! Restated? Restated®
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
£Em £m £m £m £m £m £m £m £m £m
Electronics, Intelligence & Support 1,406 1,360 4491 4,591 3 13 5900 5,864 (1,164) (1,117)
" Land & Armaments 1,510 697 4,435 2,208 - 1 5945 2906 (1,191) (787)
Programmes & Support 1,035 1,178 575 731 45 58 1,655 1,967 (3,696) (3,431)
Internaticnal Businesses 1,106 677 27 31 733 599 1866 1,307 (1,778) (1,159)
O HQ & Other Businesses 882 1,211 31 34 - - 913 1,245 {1,705) {1,416)
;': 5939 5,123 95659 7,595 781 671 16,279 13,389 (9,534) (7,910)
g Disposal groups held for sale (note 19} 94 - (30) -
- Tax 602 1,080 (539) (432)
§ Retirement benefit obligations 59 71 {1,629) (2,499)
~ Cash/{debt) as defined by the Group (note 29) 3,226 3,607 (2,526) (3,172)
;:-, Consolidated total assets/(liabilities) 20,260 18,147 (14,258)(14,013)
2
3 Depreciation
ES Capfital expenditure®  and amortisation?
8 Restated' Restated'
2007 2006 2007 2006
£m £m £m £m
Electronics, Intelligence & Support 92 107 84 89
Land & Armaments 82 47 144 94
Programmes & Support 77 84 110 93
International Businesses 60 176 18 10
HQ & Other Businesses 30 124 51 49
341 538 407 335
Analysls by geographical location
Customer location Asset location
Carmrying value of
Sales® Revenue segment assets Capital expenditure?
2007 2006 2007 2006 2007 2006 2007 2006
£m £m Em £m £m £m £m £m
United Kingdom 3,433 2,802 3,179 2580 3,319 3,544 102 165
Rest of Europe 2611 2704 1,750 1,806 1360 1,197 25 66
Middle East 2061 1993 1927 1,827 485 470 52 169
United States and Canada 6,383 5,402 6,333 5,372 10,936 7,987 150 131
Asia and Pacific 278 595 930 532 106 104 7 4
Africa, Central and South America 244 269 190 216 73 87 5 3
» 15,710 13,765 14,309 12,333 16,279 13.389 341 538
=
Q
1]
3 Analysis of revenue by category 2007 2006
g £m £m
5 Sale of goods : 4559 3,775
g  Construction contracts 7,611 6,558
3 Sserices 2,070 1,921
§‘ Lease income 63 66
Royalty income 6 13

14,309 12,333

1 restated following changes to the Group’s organisational structure
2 includes intangible assets, property, plant and equipment and investment property
3 combined sales of the Group and equity accounted investments
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4. Operating costs

2007 2006
£m £m
Raw materials and other bought in items 5557 4,169
Change in inventories of finished goods and work-in-progress 13 153
Cost of inventories expensed 5570 4,322
Staff costs {note 7) 3,924 3,868
Depreciation, amortisation and impairment 610 422
Loss on disposal of property, plant and equipment 4 1
Loss on disposal of businesses {note 9) 8 1
Other operating charges 3,364 3,149
13,480 11,763
Included within the analysis of operating costs are the following expenses:
Lease and sublease payments:
Minimum lease payments 112 84
Contingent rents - 1
~ 112 85
Research and development expense including amounts funded under contract 1,460 1,248
Fees payable to the Company's auditor and its associates included in operating costs
2007 2006
UK Overseas Tota! UK Overseas Total
£000 £000 £000 £000 £000 £000
Fees payable to the Company's auditor for the audit of the Company's annual accounts* 1,111 - 1111 1,023 - 1,023
Fees payable to the Company’s auditor and its associates for other services
The audit of the Company’'s subsidiaries pursuant to legislation* 2203 3407 5610 2,000 2,430 4,430
Other services pursuant to legislation:
Interim Review 520 - 520 500 - 500 .
Other including shareholder circular related work 104 - 104 563 22 585
Further assurance services
Advice on accounting matters 28 - 28 52 - 52
Internal controls 16 - 16 125 - 125
Due diligence 880 1,036 1,916 116 354 470
Tax services
Compliance 308 793 1,101 3 773 1,074
Advisory 909 488 1,397 687 349 1,036
Other services 313 - 313 46 62 108
Total fees payable to the Company’s auditor and its associates 6,392 5,724 12116 5,413 3,990 9,403
* Total fees payable to the Company's auditor and its associates for audit services 6,721 5,453

Tax services include tax compliance support and services in relation to the Group's expatriate emplovees based around the world. The majority

of services provided outside the UK were provided in the US.

Significant one-off costs included In operating costs

2007 2006
Em £m
| Rationalisation programmes 25 51
Restated!
2007 2006
£m Em
Electronics, intelligence & Support 5 14
Land & Armaments 2 17
Programmes & Support 4 3
International Businesses 9 15
HQ & Other Businesses 5 2
25 51

1 restated fotlowing changes 1o the Group's organisational structure
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5. Other income

Mm3lA) sSauIsng — 110d3a) ,S10199110)

2007 2006
£m £m
Rental income from operating leases 46 43
Profit on disposal of investment property 47 84
Profit on disposal of property, plant and equipment 1 61
Profit on disposal of businesses (note 9) 48 14
Management recharges to equity accounted investments 15 13
Pension curtailment gains - 29
Other - 52 57
209 371
g 6. Finance costs
(¥}
g 2007 2006
- £m £m
£ Interest income 169 143
% Net present value adjustments ’ 21 39
é) Expected return on pension scheme assets (note 22) 845 739
2 Net gain on remeasurement of financial instruments 135 259
g Net gain on remeasurement of embedded derivatives - 3
& Gain on sale of available-for-sale investments 6 -
8 Foreign exchange gains 81 147
Financial income . 1257 1,330
Interest expense:
On bank loans and overdrafts (4) {9)
On finance leases ) (6) (11)
On bonds and other financial instruments (218) (277)
On preference debt {13) (28)
(241) (325)
Facility fees (4) (4)
Net present value adjustments (22) (31)
Interest charge on pension scheme liabilities (note 22) (753) (694)
Net loss on remeasurement of investments at fair value through profit or loss - (42)
Net loss on remeasurement of financial instruments at fair value through profit or loss {77y (172)
Foreign exchange losses (102) (257)
Financial expense ’ {1,199} (1,525}
Net finance costs 58 (195}
Additional analysis of finance costs
2007 2006
£m £m
Net finance costs — Group 58 (195)
” Net finance costs — share of equity accounted investments 35 21
z 93 (174)
f;s. Analysed as: :
S Netinterest:
] Interest income - 169 143
g Interest expense (241) (325} °
3 Facility fees 4) 4)
2 Net present value adjustments (1) 8
S Gain on sale of available-for-sale investments 6 -
Share of equity accounted investments 33 21
| (38) (157)
i Other finance costs:
Group:
Net financing credit on pensions 92 45
Other 37 (62)
Share of equity accounted investments 2 -
93 (174)
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7. Employees and directors

The weekly average and year end numbers of employees, excluding those in equity accounted investments, were as follows:

Weekly average At year end
Restated* Restated*
2007 2006 2007 2006
Number Number Number Number

‘000 ‘000 000 000
Electronics, Intelligence & Support 31 32 3 32
Land & Armaments 16 11 21 12
Programmes & Support 27 26 27 26
International Businesses 7 8 7 7
HQ & Other Businesses 2 2 2 2
83 79 88 79
1 restated following changes to the Group's organisational structure

The aggregate staff costs of Group employees, excluding employees of equity accounted investments, were:
2007 2006
£Em £m
Wages and salaries 3,353 3,274
Social security costs 269 271
Share options granted to directors and employees —~ equity-settled 18 21
Share options granted to directors and employees - cash-settled 40 47
Pension ¢osts — defined contribution plans 62 57
Pension costs — defined benefit plans 178 196
US healthcare plans 4 2
3,924 3,868

The Group considers key management personnel as defined under IAS 24 Related Party Disclosures to be the members of the Group's
Executive Committee and the Company's non-executive directors. Fuller disclosures on directors’ remuneration are set out in the Remuneration
report on pagés 64 to 83. Total emoluments for directors and other key management personnel are £19,463,000 (2006 £23,095,000).
8. Tax
Taxation expense
2007 2006
£m £m
Current taxation expense
UK corporation tax .
Current tax (140) (91)
Double tax relief 29 35
Adjustment in respect of prior years : ) T {21) (93}

(132) {149

COverseas tax charges

Current year (160) (91)
Adjustment in respect of prior years - 15
(160) {76)
(292) (225)
| Deferred taxation expense
UK

Qrigination and reversal of temporary differences (103) 25
Adjustment in respect of prior years 39 27
Tax rate adjustment? (5) -

Overseas
Crigination and reversal of temporary differences 22 (49)
Adjustment in respect of prior years 4 5
Attributable to recoverable deferred tax assets - 4
(43) 12
Taxation expense (335) (213)

1 The UK current tax rate will be reduced from 30% to 28% with effect from 1 April 2008. In line with this change, the rate applying to UK deferred tax assets and liabilities has also
been reduced from 30% to 28%, creating a rate adjustment, which is partly reflected in the Consclidated income statement and partly in the Consolidated statement of recognised income
and expense.
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8. Tax (continued)

The following table shows a reconciliation from the theoretical income tax expense, using the UK corporation tax rate, to the reported tax

expense. The reconciling items represent, besides the impact of tax rate differentials and changes, nontaxable benefits or nondeductible
expenses arising from differences between the local tax base and the reported financial statements.

2007 2008

Em Em
Profit before tax 1,235 859
UK corporation tax rate 30.0% 30.0%
Expected income tax expense (371) (258)
Effect of tax rates in foreign jurisdictions (13) {20)
Expenses not tax effected (38) (50)
income not subject to tax 70 69
Research and development tax credits 39 34
Goodwill (44) {9)
Chargeable gains (28) -
Utilisation of previously unrecognised tax losses 23 -
Recoverable deferred tax asset previously unrecognised - 4
Current year losses not tax effected (11) (9)
Adjustments in respect of prior years 22 (46)
Adjustments in respect of equity accounted investments 36 34
Other (20) 38
Taxation expense (335) (213)
Current tax taken in equlty

2007 2006

£m im
Relating to financial instruments (1) (1)
Relating to share-based payments 28 -
Relating to pensions 69 22

96 21
Deferred tax assets/(liabilities)

Deferred tax Deferred tax Net balance

assets liabilities at 31 December
2007 2006 2007 2006 2007 2006
£m £m £m £m £m £m
Property, plant and equipment 1 1 (71) (68) {70) {67)
Intangible assets - - (372) (143} (372) (143
Provisions 271 261 {2) (1) 269 260
Goodwilt - - (25) (17} (25) (17)
Pension/retirement plans:
Deficits 522 793 - (15) 522 778
Additional contributions 106 158 - - 106 158
Share-hased payments 75 82 - - 75 82
Financial instruments 6 25 - - 6 25
Other items 16 19 (7) (47) 9 (28)
Rolled over capital gains - - (18) {19) (18) (19)
Capital losses canried forward 18 19 - - 18 19
Unremitted overseas earmnings - - - (1) - {1}
Trading losses carried forward 7 15 - - 7 15
Deferred tax assets/(liabilities) 1,022 1,373 (495) (311) 527 1,062
Set off of tax (455) (296} 455" 296 - -
Net deferred tax assets/(liabilities) 567 1,077 (40) (15) 527 1,062
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8. Tax (continued)

Movement in temporary differences during the year

MaIAa1 ssauisng — uodal 51010310

At 31
At 1 January Exchange Acquisitions Other Recognised Recognised December
2007 movements {note 31} movements in income in equity 2007
£m Em £m £m Em Em £m
Property, plant and equipment (67) - (8) 1 4 - (70)
Intangible assets {143) {5) (272) - 47 1 (372)
Provisions 260 {2} 42 {3) {28) - 269
Goodwill an - 18 - (26} - (25)
Pension/retirement plans:
Deficits 778 (3) 7 - (50} {210} 522
Additional contributions 158 . - - - (1) (51) 106 o
Share-based payments 82 - - - 1 8) 5 37
Financial instruments 25 - - - {7 (12) 6 g*
Other items (28) 2 7 1 25 2 9 @,
Rolled over capital gains {19) - - - 1 - (18) @
Capital losses carried forward 19 - - - (1} - 18 §
Unremitted overseas dividends {1} - - - 1 - - 1
Trading losses carried forward 15 1 - - {9) - 7 9@
1,062 {7) (2086) {1} (43} (278) 527 §
g
At31 3
At 1 January Exchange Other Recognised Recognised
2006 movements Acquisitions  movements in income in equity
£m £m £m Em Em £m
Property, plant and equipment (66) 3 - 1 (5) -
Intangible assets (180} 15 - (8) 30 -
Provisions 239 (21) - 4 38 -
Goodwitl 11 - - - (28) - 3
Pension/retirement plans: %
Deficits 1,313 (29) - 6 L {130} {382} &
Additional contributions - - - - 18 140 i
Share-based payments 59 (3) - (3) 21 8 =
Financial instruments - - - - . 18 7 g
Other items (57) (1) - 7 23 - =)
Rolled over capital gains (24) - - - 5 - ¢
Capital losses carried forward 24 - - - (5) -
| Unremitted overseas dividends (27) - - - 26 -
Trading losses carried forward 16 (1) - {1) 1 -
' 1,308 (37) - 6 12 (227)

. Unrecognised deferred tax assets
| Deferred tax assets have not been recognised in respect of the following items:

These assets have not been recognised as the precise incidence of future profits in the relevant countries and legal entities cannot be sufficiently
accurately predicted at this time.

2007 :
£m £m g
| Deductible temporary differences 22 28 g
 Capital losses carried forward 59 60 Z
Trading and other losses carried forward 140 130 &
221 218 5
o
3
o
=
=

The aggregate temporary differences associated with investments in subsidiaries, branches, associates and joint ventures for which deferred tax
liabilities have not been recognised is £847m (2006 £500m).
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9. Disposals

Continuing operations
On 17 January 2007, the Group completed the sale of its 50% shareholding interest in HR Enterprise Limited and its subsidiary, Xchanging HR
Services Limited, {together 'XHRS’) to HR Holdco Limited (a company within the Xchanging group) for a cash consideration of £10m.

On 6 March 2007, the Group compieted the sale of its 50% shareholding interest in Xchanging Procurement Services (Holdco) Limited (XPS),
to XUK Holdco (No.2} Limited (a company within the Xchanging group) for a cash consideration of £47m.

On 20 August 2007, the Group completed the sale of its Inertial Products business to investment affiliates of J. F. Lehman & Company, the US
private equity firm, for a cash consideration of $140m (£70m), subject to potential adjustment according to the level of working capital and net
debt or net cash in the business at closing.

On 13 December 2007, the Group completed the sale of its Customer Training Centre (CTC) at Woodford, Manchester, UK, to Flight Academy
UK Limited for a cash consideration of £6m.

Profit on disposal of businesses of £48m (note 5) comprises the disposals of XHRS (£nil), XPS (£44m} and CTC (£4m).

Loss on disposal of businesses of £8m (note 4) comprises the disposals of Inertial Products (£6m) and the TEMPEST products business (£2m).
Discontinued operations

On 30 March 2007, the sale of the Group's remaining 25% interest in SELEX Sensor and Airbourne Systems SpA (SELEX) was completed

following the exercise by Finmeccanica SpA of its call option granted as part of the original disposal transaction in 2005. Net proceeds of £24m
comprise the consideration of £277m, less £253m which was assigned to the BAE Systems 2000 Pension Plan in 2006.

A profit of £22m was recognised during the year upon settlement of warranties and similar obligations.

The results from discontinued operations, which have been included in the consolidated income statement, are shown below. The results for the
year ended 31 December 2006 include the results of Airbus SAS for the period to disposal on 13 Qctober 2006.

2007 2006

£m Im

Revenue - -
Expenses - -
EBITA! - -
Share of results of equity accounted investments excluding finance costs and taxation expense - 144
Finance costs of equity accounted investments - (25)
Taxation expense of equity accounted investments - {49}
Share of results of equity accounted investments - 70
Financial income, net - 2
Profit before taxation . - 72
Taxation expense - (4)
Profit for the year - 68
Profit on disposal of discontinued operations 22 925
Profit for the year from discontinued operations 22 993

1 earnings before amortisation and impairment of intangible assets, finance costs and taxation expense

Proceeds from the sale of subsidiary undertakings in the consolidated cash flow statement of £96m in 2007 comprise the disposals of inertial
Products (£70m}, SELEX (£24m), CTC (£6m) and TEMPEST (£1m), less transaction costs (£5m).
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10. Earnings per share

2007 2006
Baslc Diluted Basic Dituted
penca per pence per pence per pence per
£m share £m share £m. share £m share
Profit for the year attributable to equity shareholders . 901 901 1,636 1,636
Interest on the debt instrument of the convertible preference
shares - 13 - 28
Profit for the year after adjusting for interest on the debt
instrument of the convertible preference shares 901 26.6 914 26.4 1,636 50.7 1,664 492
Represented by:
Continuing operations 879 26.0 892 25.8 643 19.9 671 198
Discontinued operations 22 0.6 22 0.6 993 30.8 993 29.4
Add back/(deduct):
Net financing credit on pensions, post tax {68) (68) (33) (33)
Uplift on acquired inventories, post tax 9 9 - -
Market value movements on derivatives, post tax 29) (29) 55 55
Amortisation and impairment of intangible assets, post tax 110 110 79 79
Impairment of goodwill 148 148 32 32
Underlying earnings 1,071 316 1,084 313 1,769 549 1,797 53.1
Represented by:
Continuing operations 1,049 310 1,062 30.7 767 23.8 795 23.5
Discontinued operations 22 0.6 22 06 1,002 311 1,002 29.6
1,071 316 1,084 313 1,769 54,9 1,797 53.1
Underlylng earnings excluding profit on disposal of :
Alrbus SAS (2006 £925m) 844 28.2 872 25.8
Represented by:
Continuing operations 767 238 795 23.5
Discontinued operations 77 24 77 2.3
844 26.2 872 25.8
Mitllons Millions Millions Millions
Weighted average number of shares used in calculating basic
eamings per share 3,386 3,386 3,225 3,225
Add:
Incrermental shares in respect of employee share schemes 24 32
Incremental shares in respect of convertible preference shares 56 125
Weighted average number of shares used in calculating diluted
earnings per share 3,466 3,382

Underlying earnings per share is presented in addition to that required by IAS 33 Eamings per share as the directors consider that this gives

a more appropriate indication of underlying performance.

- In accordance with 1AS 33, the diluted eamings per share are without reference to adjustments in respect of outstanding share options and
- convertible preference shares where the impact would be anti-dilutive.
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11. Intangible assets

Goodwill Other' Total

£m £m £m

Cost or valuation
At 1 January 2006 9,722 678 10,400
Additions:

Acquired separately - 25 25

Internally generated - 2 2

Acquisition of subsidiaries . . 4 - 4
Adjustments to provisional fair values (8) 3 (5)
Disposals (6) (2) (8)
Reclassified to equity accounted investments {28) - (28)
Exchange adjustments (480) (49y (529)
At 31 December 2006 9,204 657 9,861
Additions:

Acquired separately - 31 3

Acquisition of subsidiaries {note 31) 1,563 753 2,316
Disposals (31) {4) (35}
Asset reclassifications ’ (2) 2 -
Reclassified as noncurrent assets and disposal groups held for sale (note 19} (42) - {42)
Exchange adjustments (31) 12 (19)
At 31 December 2007 10,661 1,451 12,112
Amortisation and impairment
At 1 January 2006 2,090 93 2,183
Disposals : (5} (2) (7}
Amortisation charge? - 105 105
Impairment charge ) 32 2 34
Exchange adjustments . (46} {3} (49)
At 31 December 2006 ' 2,071 195 2,266
Disposals (1} {4) (5)
Amortisation charge® - 149 149
Impairment charge 148 - 148
Exchange adjustments (5) - (5)
At 31 December 2007 2,213 340 2,553
Net book value
At 31 December 2007 . 8448 1,111 9,559
At 31 December 2006 7,133 462 7,595
At 1 January 2006 7,632 585 8,217

1 other intangibles includes internally funded development costs and intangible assets recognised on acquisition of subsldiary companies, of which tha most significant are in respect of
the acquired order bock and of ongoing programame retationships
2 amortisation is included in operating costs in the income statement

The Group has no indefinite life intangible assets other than goodwill. The Group has allocated its goodwill across approximately 20 cash-
generating units. Other than the goodwill allocated to the US operations within the Land & Armaments business group acquired as part of the
acquisition of United Defense Industries, Inc. in 2005 (£1,984m) and Armor Holdings, Inc. in 2007 (£1,554m), none of the cash-generating
units has allocated goodwill exceeding 10% of the Group’s total goodwill balance.

The Group's approach to goodwill impairment testing is set out in the accounting policies on page 94. All significant goodwill balances have
been considered with regard to value in use calculations.

The key assumption underpinning the Integrated Business Plan projections for the US operations within the Land & Armaments business group is
that US government defence spending will remain broadly stable in the foreseeable future. The directors have not identified any reasonable possible
changes in key assumptions for this business that would cause the carrying value of recognised gocdwill to exceed its recoverable amount.

Beyond the assumptions that US and UK government defence spending remains stable there are no individually significant assumptions made
in relation to the other cash-generating units where changes to key assumptions would cause the carrying value of recognised goodwill to
exceed its recoverable amount.

The result of the review of the carrying value of goodwill across the Group is an impairment charge of £148m (2006 £32m). The majority of
the impairment charge relates to the Insyte business within Programmes & Support reflecting lower exports and Homeland Security activity.
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12. Property, plant and equipment

Land and  Plant and

MBIAB) §S3UISNG — Loda) Si010a11g

buildings machinery Aircraft Total
£m £m £m £m
Cost
At 1 january 2006 1,233 2,120 548 3,801
Additions 214 184 113 511
Transfers from inventories - 1 - 1
Transfers to inventories i ' - (3) - (3)
Transfers from investment property 2 - - 2
Reclassification between categories 9 (9} - -
Disposals (80) (147} (1} {228)
Exchange adjustments (65) (68) (54) {187y
At 31 December 2006 1,313 2,078 606 3997 3F
Additions 96 190 24 310 %
Acquisition of subsidiaries (note 31) 32 54 6 92 4
Transfers from inventories - 5 - 5 6‘
Transfers to inventories - (6) (1) () B
Reclassified as noncurrent assets and disposat groups held for sale (note 19} (11) {16) - (27) -'-"-
Disposals {24) {(172) (25) (221) 4
Disposal of subsidiaries (10) {29} - (39) g
Exchange adjustments (10) (9) (8) (27) 3
At 31 December 2007 1386 2,095 602 4,083 3
Depreciation and impairment @
At 1 january 2006 408 1,507 282
Depreciation charge for the year 49 149 28
Impairment loss for the year - - 53
Transfers to inventories - {1} -
Transfers from investment property 1 - -
Reclassification between categories 2 2) - =
Disposals (18)  (132) (1) E
Exchange adjustments {9) {41) (24) 5
At 31 December 2006 433 1,480 338 s
Depreciation charge for the year 67 155 32 %
Impairment loss for the year* 19 2 34 5
Transfers to inventories - 4 - 2
Reclassified as non<current assets and disposal groups held for sale (note 19} (5} {13) - »
Disposals (15) {170} (10}
Disposal of subsidiaries (4) (21) -
Exchange adjustments (1) (3) (5)
At 31 December 2007 494 1,426 389
Net book value
At 31 December 2007 892 669 213
At 31 December 2006 880 598 268
At 1 January 2006 825 613 266 , "
=
1 During the yer, the directors revised the valuation methodology used to determine the value of regional aircraft with a £34m impairment charge arising and a E£45m increase {0 %
provisions in respect of residual value guarantees g
Q
- The amounts above include: g
-3
Net book value of assets held as capitalised finance leases (including investment property (note 13)) g
At 31 December 2007 6 11 16 33 32
At 31 December 2006 1 17 15 33 §"

Assets in the course of construction (including investment property (note 13))
At 31 December 2007 88 68 - 156
At 31 December 2006 148 68 - 216
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12. Property, plant and equipment (continued)

Net hook value of;
Land and Plant and

buildings machinery  Aircraft Total

im £m £m £m

Freehold property 809 - - 809
Long leasehold property 55 - - bhh
Short leasehold property 28 - - 28
Plant and machinery - 594 - 594
Fixtures, fittings and equipment - 75 - 75
Aircraft - - 213 213

892 669 213 1,774

The aircraft fleet that is held under capitalised finance lease arrangements is leased to airline companies under operating leases. The leases
have varying terms, escalation clauses and renewal rights.

The future aggregate minimum lease income from the non-cancellable elements of operating leases for assets capitalised (including investment
property (note 13)} are as follows:

2007 2006
Receipts due; £m £m
Not later than one year 93 72
Later than one year and not {ater than five years 234 185
Later than five years 63 63
380 320

Under the terms of the lease agreements, no contingent rents are payable. Within the above lease income is £15m (2006 £25m) relating to
assets held by the Group under capitalised finance leases.

13. Investment property

im
Cost
At 1 January 2006 272
Transfers to property, plant and equipment (2)
Disposals {103)
At.31 December 2006 167
Disposals (9}
At 31 December 2007 158
Depreciation and impairment
At 1 January 2006 54
Transfers to property, plant and equipment (1}
Depreciation charge for the year 4
Disposals {13)
At 31 December 2006 44
Depreciation charge for the year 4
Disposals (3)
At 31 December 2007 45
Net book value of investment property
At 31 December 2007 113
At 31 December 2006 123 -
At 1 lanuary 2006 ‘ 218
Fair value of investment property
At 31 December 2007 160
At 31 December 2006 218
The fair values above are based on and reflect current market values as prepared by in-house professionals. The valuations were prepared
by persons having the appropriate professional qualification and with recent experience in valuing properties in the location and the type of
property being valued.,
2007 2006
£m £m
Rental income from investment property 20 19
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14. Equity accounted Investments

Carrylng value of equity accounted investments

Share
of net Purchased  Carmying
asseis  goodwill value
£m £m £m
At 1 January 2006 317 1,404 1,721
Share of results after tax — continuing operations 113 - 113
Share of results after tax — discontinued operations {note 8} 70 - 70
Acquired through acquisition {62) 66 4
Reclassified from intangible assets - 28 28
Disposal (239) (1,063) (1,302)
Dividends - (145) - {145}
Market value adjustments in respect of derivative financiai instruments, net of tax 144 - 144
Actuarial gains on defined benefit pension schemes, net of tax 59 - 59
Revaluation of net assets acquired by equity accounted investments! 5 - 5
Foreign exchange adjustment {24} {2} (26)
At 31 December 2006 238 433 671
Share of results after tax - continuing operations 139 - 139
Acquired through acquisition 1 - 1
Adjustment to provisional fair values 3 {3) -
Disposal (10) - {10)
Dividends (78) - (78)
Market value adjustments in respect of derivative financial instruments, net of tax {2) - (2)
Actuarial gains on defined benefit pension schemes, net of tax 17 - 17
Foreign exchange adjustment 13 30 43
At 31 December 2007 321 460 781

1 The revaluation gain in 2006 arose as a result of MBDA SAS acquiring control of LFK GmbH, which was previously accounted for as a trade investment. The £5m gain reflects a fair value

uplift in respect of the carrying value of the original invesiment, The gain is reflected as a credit to equity (note 27).
Included within purchased goodwill is £110m (2006 £113m) relating to the goodwill arising on acquisitions made by the Group's equity
accounted investments subsequent to their acquisition by the Group.
The market value of the Group’s shareholding in Saab AB at 31 December 2007 was £225m {2006 £350m}.
Share of results of equity accounted investments by continuing business group .
Restated”
2007 2006
£m £m
Share of results excluding finance costs and taxation expense:
Electronics, Intelligence & Support 1 1
Programmes & Support 27 25
International Businesses 114 94
HQ & Other Businesses - 7
142 127
Financial income 35 21
Taxation expense (38) (35)
139 113
2 restated following changes to the Group's organisational structure
Share of the assets and liabilities of equity accounted investments
2007 2006
£m £m
Assets:
Non-current assets 892 856
Current assets 3,032 2,633
3,924 3,489
~ Liabilities: .
" Non-current liabilities (618) (582
Current liabilities (2,525) (2,236)
(3,143) (2,818)
Carrying value 781 671
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14. Equity accounted investments (continued)

Principal equity accounted investments

Principally Country of
Jeint ventures Principal activities . operates in incorporation
Air Astana JSC (49%) Commercial aerospace activities Kazakhstan Kazakhstan
(Held by BAE Systems (Kazakhstan) Limited)
Eurofighter Jagdfiugzeug GmbH (33%) Management and control of Typhoon Germany Germany

{Held by BAE Systems plc)

programme

Flagship Training Limited {50%})
{Held via BAE Systems Electronics Limited)

Supply of naval training and support
services

UK England and Wales

Fleet Support Limited (50%)
{Held via BAE Systems Surface Fleet Solutions Limited)

Engineering and facilities management
support to the Royal Navy

UK England and Wales

Gripen International KB (50%) Marketing and selling of Gripen fighter Sweden Sweden
{Held via BAE Systems (Operations) Limited) aircraft
MBDA SAS {37.5%) Development and manufacture of guided Europe France
{Held via BAE Systemns Electronics Limited and weapons
BAE Systems (Overseas Holdings) Limited)
Panavia Aircraft GmbH (42.5%) Management and contro! of Tornado Germmany Germany
{Held via BAE Systems plc) programme
Saab AB (20.5%) Defence and commercial aerospace Sweden Sweden
(Held via BAE Systems (Sweden) AB) activities
15. Other investments
2007 2006
Em £m
Non-current
Loans and recelvables
Term deposits - 4
Avallable-for-sale financial assets
Equity securities 6 7
6 11
Current
Loans and receivables
Term deposits 164 503
164 503
Reconciliation of movements
2007 2006
£m £m
Non-current
At 1 January 11 9
Additions 1 5
Disposals (11) (1)
Creation of impairment provision - (2)
Fair value movements 5 -
At 31 December 6 i1
Current
At 1 January 503 634
Additions 19 499
Disposals (358) (588}
Fair value movements recognised in finance costs - (42)
At 31 December 164 503

Exchange Property

The Group’s sharehelding in Vodafone Group Plc (Exchange Property) was disposed of during 20086,

The Group had designated the Exchange Property as at fair value through profit or loss. Accordingly, movements in the fair value of the
Exchange Property in 2006 to disposal of £42m were recognised in finance costs in the income statement (note 6).
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g
g
w
16. Trade and other recelvables 3
hel
2007 20068 S
£m £m !
Non-current g
Other receivables : 255. 496 g'
Pensicn prepayment (note 22) 57 66 o
Prepayments and accrued income 10 7 5
322 568 g'
Current
Long-term contract balances 4,389 4,340
Less: attributable progress payments (4,013) (4,027)
Amounts due from contract customers? 208 151 o
Amounts due from customers for contract work ' 584 564 T
Trade receivables! 1608 1060 2
Amounts owed by equity accounted investments 239 218
Other receivables 281 225 3
Pension prepayment (note 22) 2 5 §
Prepayments and accrued income ’ 219 181 |
2933 2253 Q@
5
1 Following the adoption of IFRS 7, the Group has revlewed the categorisation of its trade and cther receivables. As a result of this review, the comparative amount for amounts due from a
contract customers has been restated by £429m from £580m to £151m and the comparative amount for trade receivables has buen restated by £429m from £631m to £1,060m. g
@
Included within amounts due from customers for contract work:
2007 2006
£m £m
Retentions outstanding__against Iong—term contracts 1 1
The ageing of trade receivables is detailed below: 2!
2007 2006 @
Gross Provision Net Gross Provision Net E’
£m £m £m £m £m £m =
Not past due — 180 days 1,342 {17) 1,325 1,060 (7) 1,053 %
Past 180 days 319 (36) 283 31 (24) 7 §
1,661 (63) 1,608 1,091 (31) 1,060 §
w
 Trade receivables are disclosed net of a provision for impairment losses. Movement on the provision is as follows:
2007 20086
£m £m
‘At 1 January 31 46
Created 42 20
Released {22) (24)
Exchange adjustments - (2)
Acquisitions/{disposals) 3 {1)
Utilised {1) (8)
At 31 December 53 31

The other classes within trade and other receivables do not contain impaired assets.

The Group has material receivables due from the UK, US and Saudi Arabian governments where credit risk is not considered an issue. For the
remaining trade receivables, the provision has been calculated taking into account individual assessments based on past credit history and prior
knowledge of debtor insolvency or other credit risk. All credit and recovery risk associated with trade receivables has been provided for in the
balance sheet. .
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17. Other financial assets and liabilities

2007 2007 2006 2006
Assets Liabilitles Assets Liabilities

£Em £m £m £m
Non-current
Cash ftow hedges - foreign exchange contracts 34 (20) 30 {43)
Other foreign exchange/interest rate contracts 14 (6) 21 {2)
48 (26) 51 (45)
Current
Cash flow hedges - foreign exchange contracts 63 (44) 36 (36}
Other foreign exchange/interest rate contracts 38 27) 14 (14}

101 (71} 50 (50)

Debt-related derivative financial instruments
Other foreign exchange/interest rate derivatives 17 (190} 5] {243}

The debt-related derivative financial instruments are presented as a component of loans and overdrafts (note 20).

The ineffective portion recognised in the income statement that arises from fair value hedges amounts to a gain of £4m (2006 gain of £5m).
The ineffective portion recognised in the income statement that arises from cash flow hedges amounts to £nil (2006 £nil).

The notional principal amounts of the outstanding contracts are detailed in note 32,

18. Inventories

2007 2006

Em £m

Short-term work-in-progress 304 205
Raw materials and consumables . 285 100
Finished goods and goods for resaie 112 90
701 395

The Group recognised £53m (2006 £20m) as a write down of inventories to net realisable value in 2007.
19. Disposal groups

On 19 December 2007, the Group agreed the sale of its Surveillance and Attack business to Sensor and Antenna Systems, Lansdale, Inc.,
a subsidiary of Cobham Defence Electronic Systems Corporation, for a cash consideration of $240m (£121m). Completion of the sale is
conditional upon regutatory approvals being given and is expected to take place in the first quarter of 2008. Accordingly, the business is
presented as held for sale on the balance sheet as at 31 December 2007.

The Group's Mobile International business was acquired with Armor Holdings, Inc. on 31 July 2007 (note 31) with a view to immediate resale.
Accordingly, it is classified as held for sale in the acquisition halance sheet and as at 31 December 2007,

The assets and liabilities of Surveillance and Attack, and Mobile Intermnational relate to the Electronics, Inteiligence & Support and Land &
Armaments business groups, respectively,

Surveillance Mobile
and Attack Internatlonal 2007 2006

£m £m £m £m
Non-current assets
Intangible assets 42 1 43 -
Property, plant and equipment 9 9 18 -

51 10 61 -
Current assets
Inventories 7 17 24 -
Trade and other receivables 2 7 9 -

9 24 a3 - .

Assets of disposal groups 60 34 94 -
Current liabilities
Trade and other payables (4) (26) (30) -

4) (26) (30 -
Liabilities of disposal groups 4) (26) (30) -
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20. Loans and overdrafts

2007 2006
£m £m
Non-current
Euro-Sterling £150m 11%% bond, repayable 2008 - 150
European Investment Bank loan, final instalment 2009 4 11
Alvis loan notes, redeemable 2009 1 1
Debt instrument of the convertible preference shares, redeemable 2010 - 242
US$500m 4.75% bond, repayable 2010 254 249
US$1bn 6.4% bond, repayable 2011 517 515
Class B and Class G certificates, final instalments 201172013 498 599
Euro-Sterling £100m 103%% bond, repayable 2014 99 99
US$750m 5.2% bond, repayable 2015 376 382 =
US$500m 7.5% bond, repayable 2027 249 253 g.
Bank loans 6 28 &
Obligations under finance leases 20 31 3
Debt-related derivative financial instruments 173 216 B
2197 2776
Current g
Bank loans and overdrafts 41 33 3
US$200m 7% bond, repayable 2007 - 102 3
Euro-Sterling £150m 11%% bond, repayable 2008 150 - 3
European Investment Bank loan, final instalment 2009 7 7
Class B and Class G certificates, final instalment 2011/2013 87 82
Obligations under finance leases 14 23
Debtrelated derivative financial instruments - 21
Eurofighter GmbH loan - 66
299 334 =
2
The maturity of the Group’s borrowings is as follows: ::2_:
Less  Between 0
than one and More than ]
one year five years five years Total C:D
£m £m £m £m FS
At 31 December 2007 2
Carrying amount 299 1,157 1,040 2,496
Contractual cash flows® 484 1649 1,370 3,503
At 31 December 2006
Carrying amount 334 1578 1,198 3,110
Contractual cash flows? 653 1,947 1,554 4,154

1 including interest payments

Contractual cash flows in respect of all other financial liabilities are equal to the balance sheet carrying amount. Current contractual amounts
are settled within the normal operating cycle of the business. Non-current amounts are expected to be settled between one and five years.

The European Investment Bank borrowing is fixed with an interest rate of 6.86%.
For more information on the debt instrument of the convertible preference shares refer to note 1.

The US$500m 4.75% bond, repayable 2010 was converted on issue 1o a floating rate bond by utilising an interest rate swap giving an effective

rate during 2007 of 5.85%.

The US$1bn 6.4% bond, repayable 2011 has been partially converted to a floating rate bond by utilising a series of interest rate swaps with
different tenors; US$500m has been swapped until maturity of the bond in 2011 and US$250m was swapped until December 2007. This has
been overlayed by US$300m of floating to fixed Interest rate swaps that fix the interest payments at a lower rate than the original coupon.
The effective interest rate during 2007 was 6.49% with an interest rate split on the bond at 31 December 2007 being US$800m fixed and

US$200m floating.

The Class B and Class G certificates are repayable in 2011 and 2013 respectively with fixed US$ coupon rates of 7.156% and 6.664%, giving
a weighted average interest rate of 6.879%. At 31 December 2007, the gross outstanding principal due is US$1,138m. Of this balance, UsS$348m
has been converted to a sterling floating rate bond by utilising a cross-currency swap which resulted in an effective interest rate during 2007 of

6.75% on this element.

The US$500m 7.5% bond, repayable 2027 was converted at issue to a sterling fixed rate bond by utilising a cross-currency swap and has an

effective interest rate of 7.73%.
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20. Loans and overdrafts (continued)

The debt-related derivative financial instruments represent the market value of certain interest rate and cross-currency derivatives which are
specifically hedging loans disclosed within the above note. These derivatives have been entered into specifically to manage the Group's
exposure to foreign exchange or interest rate risk.

The US$200m 7% bond was repaid in July 2007.
The Eurofighter GrmbH foan represented surplus cash lent by Eurofighter GmbH to its shareholders. The loan incurred interest at LIBOR minus
10bp and was repaid in January 2007.

Finance lease obligations i
The Group has a number of non-cancellable finance lease arrangements predominantly in respect of aircraft. The maturity of these lease
liabilities from the balance sheet date is shown beltow.

2007 2006
£m £m
Finance lease liabilities — minimum lease payments due:
Not later than one year ) 15 24
Later than one year and not later than five years 22 37
. 37 61
Future finance charges on finance leases {3) M)
Present value of finance lease liabilities 34 54
Present value of finance lease liabilities — payments due:
Not later than one year 14 23
Later than one year and not later than five years 20 31
34 54

Under the terms of the lease agreements, no contingent rents are payable.

The interest rate inherent in these finance leases is fixed at the contract date for all of the lease term. The average interest rate on finance

lease payables at 31 December 2007 was 7% (2006 7%).
1
21. Trade and other payables
2007 2006
£m £m
Non-current
Amounts due to long:term contract customers 56 113
Cash received on customers' account® for longterm contracts ' 2 43
Amounts owed to equity accounted investments 7 i0
Other payables 306 287
Accruals and deferred income 42 12
413 4865
Cusrent
Amounts due to long-term contract customers 4710 3,836
Amounts due to other customers 162 153
Cash received on customers’ account!;
Long-term contracts 27 16
Others 1 3
Trade payables 913 638
Amounts owed to equity accounted investments ' 847- 616
Other taxes and social security costs 58 34
Other payables 297 343
Accruals and deferred income 1,230 1,078
8,245 8,717
2007 2006
Included above: £m £m
Amounts due to long-term contract customers 4,785 4,008

1 Cash received on customers’ account is the unexpended cash received from customers in advance of defivery which is subject 1o agvance payments guarantees unrelated to company
performance.
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22. Retirement benefit obligations

Penslon plans .

BAE Systems plc operates pension plans for the Group's qualifying employees in the UK, US and other countries. The principal plans in the
UK and US are funded defined benefit plans and the assets are held in separate trustee administered funds. The plans in other countries are
unfunded or defined contribution plans. Pension plan valuations are regularly carried out by independent actuaries to determine pension costs
for pension funding and to calculate the 1AS 19 deficit,

The disclosures below relate to postretirement benefit plans in the UK, US and other countries which are accounted for as defined benefit plans
in accordance with 1AS 19. The valuations used for the 1AS 19 disclosures are based on the most recent actuarial valuation undertaken by
independent qualified actuaries and updated to take account of the requirements of IAS 19 in order to assess the deficit of the plans at

31 December each year. Plan assets are shown at the bid value at 31 December each year.

MoIna) ssauIsng - Liodas ,51010311(]

Post-retirement benefits other than penslons

The Group also operates a number of non-pension post-retirement benefit plans, under which certain employees are eligible to receive benefits
after retirement, the majority of which relate to the provision of medical benefits to retired employees of the Group's subsidiaries in the US.
The latest valuations of the principal plans, covering retiree medical and life insurance plans in certain US subsidiaries, were performed by
independent actuaries as at 1 January 2007. The method of accounting for these is simifar to that used for defined benefit pension plans,

The financial assumptions used to calculate liabilities for the principal plans were:

soueurancD — wodas siowang

UK us

2007 2006 2005 2007 2006 2005

% % % % % %

Inflation rate 33 3.0 2.8 3.0 3.0 3.0
Rate of increase in salaries 4.3 4.0 3.8 58 5.8 5.8
Rate of increase for pensicns in payment 23-33 29-30 26-28 - - -
Rate of increase for deferred pensions 3.3 3.0 2.8 n/a n/a n/a
Discount rate 5.8 5.2 4.8 6.5 5.9 5.8
Long-term healthcare cost increases n/a n/a n/a 5.4 5.5 5.6

The assumptions used are estimates chosen from a range of possible actuarial assumptions which, due to the timescale covered, may not
necessarily occur in practice. The bid value of plan assets, which are not intended to be realised in the short term and may be subject {0
significant change before they are realised, and the present value of plan liabilities, which are derived from cash flow projections over long
periods and thus inherently uncertain, as at 31 December are shown in the tables below.

For its UK pension arrangements the Group has, for the purpose of calculating its liabilities as at 31 December 2007, used PA 00 (2006 PA 92)
medium cohort tables based on year of birth (as published by the Institute of Actuaries) for both pensioner and non-pensioner members in
conjunction with the results of an investigation into the actual mortality experience of plan members. For its US pension arrangements the
mortality tables used for pensioners and non-pensioners are RP 2000 projected to 2010. The current life expectancies underlying the value of
the accrued liabiiities for the main UK and US plans range from 18 to 22 years for current male pensioners at age 65 and 21 to 25 years for
current female pensioners at age 65.
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The Group has a number of healthcare arrangements in the US. The long-term healthcare cost increases shown in the table above are based
on the assumptions that the increases are 10% in 2007 reducing to 5% by 2015 for pre-retirement and 10% in 2007 reducing to 5% for
post-retirement,

A summary of the movements in the retirement benefit obligations is shown below. The full disclosures, as required by IAS 19, are provided in
the subsequent information.

Additional disclosure - summary of movements of the retirement benefit obligations ;:_.,

US and =1

UK other Total T

£m £m £Em &

Deficit in defined benefit pension plans at 1 January 2007 (2,866) (301) (3,167) 3

Transfers arising on acquisitions - (22) 22) %

Actual return on assets (below)/above expected return {171) 15 (156) 3

Decrease in liabilities due to changes in assumptions 817 135 952 I

One-off contributions 76 - 76 S
Recurring contributions over service cost 166 418 214
Other movements 70 34 104
Deficit in defined benefit pension plans at 31 December 2007 {1,908) (91) (1,999)
US healthcare plans - (21) (21)
Total 1AS 19 deficit (1,908) (112} (2,020)
Allocated to equity accounted investments and other participating employers 450 - 450

Group’s share of IAS 19 deficit excluding Group's share of amounts allocated to equity accounted Investments

and other participating employers (1,458) (112) {1,570)
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22. Retirement benefit obligations (continued)

Amounts recognised on the balance sheet

M31A3J SSBUISNY — 110das 510193410

2007 20086
UK deflned US and UK defined US and
benefit other us henefit other us
pension pension healthcare pension pension healthcare
plans plans plans Total plans plans plans Total
£m £m £m £m £m £m £m £m
Present value of unfunded cbligations (1) (97) {13) {111) - (80) {15) (95)
Present value of funded obligations (15,099) (1,912) (103) (17,414) (15,445} (1,931) (111) (17,487)
Fair value of plan assets 13,192 1918 95 15205 12,579 1,710 91 14,380
Total IAS 19 deficit, net (1,908) {91) (21 (2,020) (2,866) (301) (35) (3,202)
Allocated to equity accounted investments and other
= participating employers® 450 - - 450 774 - - 774
g Group’'s share of IAS 19 deficit, net (1,458) (91) (21) (1,570) (2,092) (301) (35) (2,428}
[=]
t.n.' Group's share of |AS 19 deficit of equity accounted
§ investments (49) - - (49) (83) - - {83)
=~ Represented by:
é., Pension prepayments (within trade and other receivables) 14 32 13 59 35 25 11 71
2 Retirement benefit obligations (1,472) (123) (34) (1,629) (2,127) (326) (46) (2,499)
% Group’s share of IAS 19 deficit, net {1,458) (91) (21) (1,570) (2,092} (301) {35} (2.,428)
=
8 1 Certain of the Group's equity accounted investments panticipate in 1he Group's defined benefit plans as well as Airbus SAS, the Group's share of which was disposed of during the year

ended 31 December 2006. As these plans are multi-employer plans the Group has allocated an appropriate share of the 1AS 19 pensicn deficit 10 the equity accounted investments and
1o Airbus SAS based upon a reasonable and consistent allocation method intended to reflect a reasonable approximation of their share of the deficit. The Group’s share of the I1AS 19
pension deficit altocated 1o the equity accounted investments is included in the batance sheet within equity accounted investments.

Amounts for the current and previous four years are as follows:

2007 2006 2005 2004 2003

5‘ Defined benefit pension plans £m £m £m £m £m
Fl Defined benefit obligations (17,109) (17,456} (17,767) {14,482) (12,386)
EN  Plan assets? 15110 14,289 12,461 10,143 9,305
§ Total deficit before tax and allocation to equity accounted investments

o and other participating employers (1,999) (3,167) (5,306) {4,339 (3,081)
3 Actuarial gain/(loss) on plan liabilities 952 473 (2,1000 (1,221) {788)
A Actuarial {loss)/gain on plan assets {156) 521 1,138 265 827

2 at bid value
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22. Retirement benefit obligations (continued)

Assets of defined benefit pension plans

2007
UK us Total
Expected Expected
£m % return % £m % return % £m %
Equities 8,296 63 8.0 1,384 72 9.25 9,680 64
Bonds 3,331 25 49 305 16 6.0 3,636 24
Property 1,142 9 6.0 115 6 7.0 1,257 8
Other 423 3 55 114 6 5.0 537 4
Total 13,192 100 7.0 1,918 100 825 15110 100
2006
UK us Total
Expected Expected
£m % retun% im % retun % £m %
Equities 8,232 65 8.0 1,324 77 8.75 9,556 67
Bonds 2,735 22 4.8 260 15 55 2,995 21
Property 1,255 10 6.25 - - n/a 1,255 9
Other 357 3 5.0 126 8 7.0 483 3
Total 12,579 100 7.0 1,710 100 85 14,289 100

When setting the overall expected rate of return on plan assets, historical markets are studied and long-term historicat relationships between
equities and bonds are preserved. This is consistent with the widely accepted capital market principle that assets with higher volatility generate
a greater return over time. Current market factors such as inflation and interest rates are evaluated before expected retumn assumptions are
determined for each asset class. The overall expected return is established with proper consideration of diversification and rebalancing. Peer
data and historical retums are reviewed to check for reasonableness and appropriateness.

Changes in the fair value of plan assets are as follows:

UK defined US and

benefit other us

pension pension healthcare
plans plans plans Total
£m £m £m £m
Value of plan assets at 1 January 2006 10,833 1,628 92 12,553
Assets acquired on acquisitions - 4 - 4
Expected return on assets 779 132 6 917
Actuarial gain 421 100 3 524
Actual.return on assets 1,200 232 9 1,441
Contributions by employer 960 137 10 1,107
Contributions by employer in respect of employee salary sacrifice arrangements 86 - - 86
Total contributions by employer 1,046 137 10 1,183
Members’ contributions (including DWP? rebates) 42 11 - 53
Currency loss - (214) (12} (226)
Benefits paid (542) (88) (8) (638)
Value of plan assets at 31 December 2006 12,579 1,710 91 14,380
Assets acquired on acquisitions?* - 55 - 55
Expected return on assets 879 144 7 1,030
Actuarial (loss)/galn (171) 15 {3) {159)
Actual returmn on assets - 708 159 4 871
Contributions by empioyer 384 103 8 495
Contributions by employer in réspect of employee salary sacrifice arrangements 107 - - 107
Total contributions by employer 491 103 8 602
Members’ contributions (including DWP? rebates) 29 10 - 39
Currency loss - (25) (1} {26)
Benefits paid (615) (24) (7) {716)
Value of plan assets at 31 December 2007 13,192 1,918 95 15205

3 Department for Work and Pensions
4 on 31 July 2007, the Group acquired Armor Holdings. Inc. and its associated pension plans {note 31)
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22. Retirement benefit obligations (continued)

Changes in the present value of the defined benefit obligations before allocation to equity accounted investments and other participating employers

are as follows:

UK defined US and

benefit other us

pension pension healthcare
plans plans plans Total
£m £m Em £m
Defined benefit obligations at 1 January 2006 {15,492} (2,275) (144) (17,911)
Net liabilities transferred on acquisitions/disposats® - 62 - 62
Current service cost ) {173) (60) (2) (235)
Contributions by employer in respect of employee salary sacrifice arrangements (86) - - (86)
Total current service cost (259) (60) (2) (321)
Members' contributions (including DWP? rebates) (42) (A1) - (53)
Past service cost (7) (2 - (9)
Actuarial gain/(loss) on liabilities 499 (26) 2 475
Curtailment gains 52 61 - 113
Interest expense (738) (118) (8) (864)
Currency gain - 270 18 288
Benefits paid 542 88 8 638
Defined benefit obligations at 31 December 2006 (15,445) (2,011} (126) (17,582)
Net liabilities assumed on acquisitions? - (77) - (77}
Current service cost {142) (55) {2) (199)
Contributions by employer in respect of employee salary sacrifice arrangements {107) - - (107)
Total current service cost {(249) {55) {2) (306)
Members’ contributions (including DWP? rebates) (29) (10) - {39}
Past service cost {14) - {(2) {16)
Actuarial gain on liabilities 817 135 12 964
Interest expense (795} {115} {7) (17)
Currency gain - 30 2 32
Benefits paid 615 94 7 716
Defined benefit obligations at 31 December 2007 {15,100) (2,009 (116) (17,225)

3 Department for Work and Pensions

4 on 31 July 2007, the Group acquired Armor Holdings, Inc. and its associated pension plans {note 31)

5 includes liabilities of £67m transterred on the disposal of Atlas Elektronik GmbH

Contributions

The Group contributions made to the defined benefit plans in the year ended 31 December 2007 were £403m (2006 £1.020mi. In 2008, the
Group expects to make regular contributions at a simifar level to those made in 2007. The Group also incurred a charge in respect of the cash
contributions of £62m (2006 £57m)} paid to defined contribution plans for employees. It expects to make a contribution of £63m to these plans

in 2008.
The amounts recognised in the income statement after allocation to equity accounted investments and other participating employers are
as follows:
2007 2006
UK UK
defined us and defined us and
benefit other us benefit other us
pension penslon healthcare pension pension healthcare
plans plans plans Total plans plans plans Total
£m £m £m £m £m £m £m £m
Included in operating costs:
Current service ¢ost {113) (55) (2) (170) (129) (60) (2) {191)
Past service cost (10) - {2) {12) {5) {2) - {7)
(123) (55) (4) (182) (134) (62) {2) (198)
Included in other income:
Curtailments and settlements - - - - 49 61 - 110
Included in finance costs:
Expected return on plan assets 694 144 7 845 601 132 6 739
interest on obligations (631) {115) (7) (753) (568) (118) (8) {694)
63 29 - 92 33 14 (2) 45
Included in share of results of equity accounted investments:
Group's share of equity accounted investments’ operating costs (&) - - (6) {7} - - (7)
Group's share of equity accounted investments' finance costs 2 - - 2 - - - -
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22. Retirement benefit obligations (continued) a
°
[=]
A one percentage point change in assumed healthcare cost trend rates would have the following effects: =
One percentage One percentage r{u
point increase point decrease c
£m £m "3”
Effect on the aggregate of service cost and interest cost 0.2 02 2
Effect on defined benefit obligations 2 2 ;
' <,
A 0.5 percentage point change in net discount rates used to value liabilities would have the following effect: %
0.5 percentage 0.5 percentage
point increase point decrease
£bn £bn
Effect on defined benefit obligations 1.2 1.4
=
23. Provislons 3
(=]
’ Legal costs, .
Aircraft Warranties and  Reorganisations - environmental @
financing  after-sales service ongoing operations and other Total B [
£m im £m Em £m -
Non-current - 82 14 175 271 C.I')
Current 52 65 38 269 424 2
At 1 January 2007 52 147 52 444 695 3
Created 105 48 14 238 405 §
Released {49) (23) 13) {94) {179y @
Utilised (20) (22) (25) {114} (181)
Provisions and fair values arising on acquisitions (note 31} - 9 - 61 70
On disposals - (5} - - {5)
Discounting . - - - 7 7
Exchange adjustments (3) 2 - {2 (3
Other provision movements . - 1 - {1) - B
At 31 December 2007 85 157 28 539 809 %
Represented by: )
Non-current . 65 93 4 237 399 g.
Current 20 64 24 302 410 B
85 157 28 539 809 |H
&

Alrcraft financing
The provision includes probable exposures under residual value guarantees issued by the Group on previous sales transactions. Further
information is provided in note 24, Such costs are generally incurred within five years.

Warranties and after-sales service
Warranties and after-sales service are provided in the normal course of business with provisions for associated costs being made based
on an assessment of future claims with reference to past experience. Such costs are generally incurred within three years post-delivery.

Reorganisations - ongoing operations
The costs associated with the reorganisation programmes are supported by detailed plans and based on previous experience as well as other
known factors. Such costs are generally incurred within one to three years.

Legal costs, environmental and other provisions
The Group holds provisions for expected legal, envirenmental and other costs that it expects to incur over an extended period. These costs are
based on past experience of similar items and other known factors and represent management’s best estimate of the likely outcome.

Included within legal costs, environmental and cther is £75m (2006 £82m) in respect of the cash-settled elements of certain of the Group's
share option schemes (note 26). The costs in respect of this liability are expected to occur over the next five years.
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24, Contingent llabilities and commitments

Aircraft financing contingent liabilities
Included within the aircraft financing provision of £85m (note 23) is an exposure of £70m as discussed below:

2007 2006

£m £m

Potential future cash flow payments in respect of aircraft financing obligations 134 191
Anticipated aircraft values (55) (159
Adjustments to net present values (9) (5)
Net exposure provided ’ 70 27

The Group has provided residual value guarantees (RVGs) in respect of certain commercial aircraft sold. At 31 December 2007 the Group's
exposure to make future payments in respect of these arrangements was £134m (2006 £191m). The Group's net exposure to these
guarantees is covered by the provisions held and the residual values of the related aircraft.

The net exposure has increased during the year as a result of the re-assessment of anticipated aircraft valugs and the settlement of the
commitments of six RVGs.

The Group is also exposed to actual and contingent liabilities arising from commercial aircraft financing and RVGs given by Saab AB. Provision
is made against the expected net exposures on a net present value basis within the accounts of Saab. The Group's share of such exposure is
limited to its percentage shareholding in Saab.

Guarantees and performance bonds
The Group has entered into a number of guarantee and performance bond arrangements in the normal course of business. Provision is made
for any amounts that the directors consider may become payable under such arrangements.

Operating lease commitments - where the Group Is the lessee
The Group leases various offices, factories, shipyards and aircraft under noncancellable operating lease agreements. The leases have varying
terms, escalation clauses and renewal rights.

The future aggregate minimum lease payments under non-cancellable operating leases and associated future minimum sublease income
are as follows:

2007 2008

Payments due: Em £m

Not later than one year 125 121

Later than one year and not later than five years 460 393

Later than five years 731 731

1,316 1,245

Total of future minimum sublease income under non-cancellable subleases 249 212

Capital commitments

Capital expenditure contracted for but not provided for in the accounts is as follows:

2007 2006

£m £m

Property, plant and equipment 121 133

Intangible assets 6 5

127 138

Treasury contingent liabilities
Treasury contingent liabilities are set out in note 32.

Other contingent liabilities
The Group is subject to an ongoing investigation by the UK Serious Fraud Office {the SFO) in connection with marketing of the Group's products.
The Group is co-operating fully with the SFO.

At this stage management cannot determine whether or not it might lead to any proceedings being brought against the Group. Accordingly, the
potential for fines or other penalties cannot currently be assessed, although the directors continue to consider that the Group has not acted
unlawfully in relation to any of the matters under investigation. As the investigation is ongoing it is not possible to identify the timescale in which
these issues might be resolved.

In addition, in June 2007, the US Department of }ustice notified the Group that it had commenced a formal investigation relating to the Group's
compliance with anti-corruption faws, including its business cencemning the Kingdom of Saudi Arabia. Again, given the status of this matter it is
not possible to provide any details of any possible future financial effects that might result from the investigation and any subsequent actions or
events that might occur as a result of the investigation. Equally it is not possible to provide any timescale in which these issues might be
resolved. The directors continue to consider that the Group has not acted uniawfully in relation to its dealings with the Kingdom of Saudi Arabia
or in relation to anti-corruption laws.

Should any financial effects arise as a result of these investigations the directors consider it unlikely that there is any likelihood of reimbursement
for such costs from any sources other than certain rights to recover reimbursement of the legal costs under the Group's insurance policies.
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25. Share capital

Equity Nonequity Total
Ordinary shares Special Share
of 2.5p each of £1
Number of  Nominal Number of  Nominal Nominal
shares value shares value value
m £m £ £m
Authorised
At 1 January 2007 and 31 December 2007 4,450 111 1 1 111
Issued and fully paid
At 1 January 2006 3,219 80 1 1 80
Exercise of options 24 1 - - 1
Conversion of preference shares 3 - - - -
At 1 January 2007 3,246 81 1 1 81
Exercise of options 29 1 - - i
Placing of shares 174 5 - - 5
Conversion of preference shares 125 3 - - 3
At 31 December 2007 3574 90 1 1 90

Special Share

One Special Share of £1 in the Company is held on behalf of the Secretary of State for Business, Enterprise and Regulatory Reform (formerly
the Secretary of State for Trade and Industry) (the Special Shareholder). Certain parts of the Company’s Articles of Association cannot be
amended without the consent of the Special Shareholder, These articles include the requirement that no foreign person, or foreign persons
acting in concert, can have more than a 15% voting interest in the Company, the requirement that the majority of the directors are British, the
requirement that decisions of the directors at their meetings, in their committees or via resolution must be approved by a majority of British
directors and the requirement that the Chief Executive and any executive chairman are British citizens. The effect of these regquirements can
also be amended by regulations made by the directors and approved by the Special Shareholder.

The Special Shareholder may require the Company at any time to redeem the Special Share at par or to convert the Special Share into one ordinaty
voting share. The Special Sharehelder is entitled to receive notice of and to attend general meetings and class meetings of the Company's
shareholders but has no voting right, nor other rights, other than to speak in relation to any business in respect of the Special Share.

Placing of shares
On 11 May 2007, 174,418,605 new ordinary shares of 2.5p each were placed at a price of 430p, raising £750m before expenses.

Conversion of preference shares

As at 1 January 2007, the Company also had in issue 259,962,909 7.75p {net) cumulative redeemable preference shares of 25p each. During
the year, the shares were converted into ordinary shares of 2.5p each on the basis of 0.47904 ordinaly shares for each preference share, as a
result of which 124,532,630 ordinary shares of 2.5p were issued. There were, therefore, no preference shares in issue as at 31 December 2007.

In accordance with IAS 32 the convertible preference shares were considered to be a compound financial instrument consisting of both a debt
element and an equity component which required separate accounting treatment. Following conversion to ordinary shares the amounts
previously recognised within equity {(note 27) and within loans and overdrafts (note 20) have been extinguished.

Treasury shares

In connection with the disposal of its interest in Airbus, the Company stated its intention to return up to £500m to ordinary shareholders by way
of on-market purchases of ordinary shares using authorities granted at the 2006 AGM and to hold the repurchased shares initially in treasury.
The Company commenced this buyback programme on 26 October 2006 and, as at 31 December 2007, 61,945,000 (2006 28,675,000) 2.5p
ordinary shares with an aggregate nominal value of £2m (2006 £1m) were held in treasury.
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26. Share-based payments

Details of the terms and conditions of each share option scheme are given in the Remuneration report on pages 64 to 83.

Executive Share Option Scheme (ExS0S)
Equity-settled options

2007 2006
Welghted Weighted
average average
Number of  exerclse Numberof exercise
shares price shares price
‘000 £ ‘000 £
Outstanding at the beginning of the year 56,202 280 71,399 2,78
Granted during the year 6,161 4.59 6,082 4.28
Converted during the year - - 8,641 2.15

Exercised during the year
Expired during the year

(19,294) 2.34
(11,341) 3.07

{13,353} 2.40
(16,567) 3.23

Outslanding at the end of the year

31,728 3.33

56,202 2.80

Exercisable at the end of the year 9,922 268 16,269 2.86
Cash-settled share appreciation rights
2007 2006
Welghted Welghtea
average average
. Numberof  exercise MNumberof exercise
shares price shares price
‘000 £ ‘000 £
Qutstanding at the beginning of the year 35,805 282 69129 2.88
Converted during the year - - (B.641) 2.15
Exercised during the year (8,512} 248 (4,843) 2.29
Expired during the year {10,300) 3.32 {19,840) 3.45
Outstanding at the end of the year 16,993 267 35805 2.82
Exercisable at the end of the year 11,452 267 11,736 3.01
2007 2006
Equity-settled Cash-sottled Equity-settled Cash-gettled
Range of exercise price of outstanding options (£) 1.72 - 4.87 1.72-421 1.72-4.87 1.72-4.21
Weighted average remaining contracted life (years) 7 6 7 6
Weighted average fair value of options granted (£) 146 - 1.30 -
Expense recognised for the year (£m) 8 15 9 18
Performance Share Plan (PSP)
Equity-settied options
2007 2006

Number of Number of
shares shares

000 ‘000
Outstanding at the beginning of the year 25,608 18,917
Granted during the year 4107 4,085
Converted during the year - 5,669

Exercised during the year
Expired during the year

(7,240) (2.495)
(1,523) (538)

Outstanding at the end of the year

20,952 25,608

Exercisable at the end of the year

963 -
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26. Share-based payments (continued)

Cash-settled options

2007 2006
Numbar of Number of
shares shares
‘000 ‘000
Outstanding at the beginning of the year 12701 21,389
Converted during the year - {5,669}
Exercised during the year (4,063) (2,188)
Expired during the year (699) (831)
Outstanding at the end of the year 7,949 12,701
'No options were exercisable at the end of the year.
2007 2006
Equity-settied Cash-settled Equity-settled Cash-settled
Weighted average remaining contracted fife (years) 4 4 5 4
Weighted average fair value of options granted (£) 2.29 - -1.88 -
Expense recognised for the year (£m) 7 18 8 22
The exercise price for the PSP is £nil (2006 £nil}.
Restricted Share Plan (RSP)
All awards are equity-settled.
2007 2006
Number of Number of
shares shares
‘000 ‘000
Outstanding at the beginning of the year 1,338 1,047
Granted during the year - 303
Exercised during the year (619) (2}
Expired during the year (116} (3)
Qutstanding at the end of the year 603 1,338
Exercisable at the end of the year - -
2007 2006
Weighted average remaining contracted life (years) 1 1
Weighted average fair value of options granted (£) - 3.89
Expense recognised for the year (£m) 1
The exercise price for the RSP is £nil (2006 £nil).
Share Matching Plan (SMP)
All awards are equity-settled.
2007 2006
Number of Number of
shares shares
‘000 ‘000
Granted during the year 464 -
Expired during the year {1) -
Outstanding at the end of the year 463 -
Exercisable at the end of the year - -
2007 2006
Weighted average remaining contracted life (years) 2 -
Weighted average fair value of options granted (£) 4.59 -
Expense recognised for the year (Em) = -
The exercise price for the SMP is £nil.
BAE Systems Annual Report 2007

125

Mmalnal ssouisng — vodal sioimanq

SoUBUIBAOY) ~ Lodal 510193110

I
=}
@
>
5]
Q
v
i
jsl}
=
@
3
=}
o
=
-
(4]

LOIIBULIOIUL J2PIOYRIBYS




26. Share-based payments (continued)

Save-As-You-Earn (SAYE)
Equity-settled options

MBIAB) SSBUISNG - Jodal $1010a11]

Details of options granted in the year
The fair value of equity-settled awards granted in the year has been measured using the weighted average inputs below and the following
valuation models:

PSP — Monte Carlo
RSP - Dividend valuation model
ExSOS & SAYE ~ Binomial model

2007 2006
Weighted Weighted
average average
Mumber ¢f  axercise Numberof exercise
shares price shares price
‘000 £ "000 £
Qutstanding at the beginning of the year 21,174 171 33,651 1.80
Exercised during the year (10,873) 210 (11,215} 1.96
Expired during the year (824) 164 (1,262 1.74
o Outstanding at the end of the year 9,477 125 21174 1.71
#  Exercisable at the end of the year 157 1.62 128 1.74
[¢]
& ;
w  Cashsettled share appreciation rights
[ 2007 2006
B Welghted Weighted
~ average average
! Number of  exercise Number of exercise
g’ shares price shares price
5 ‘000 £ '000 £
é Outstanding at the beginning of the year 8,923 276 14,388 2.70
2 Exercised during the year (3,214) 208 (4,361) 2.48
@ Expired during the year (555) 318 (1,104) 291 |
QOutstanding at the end of the year 5,154 3.14 8,923 2.76
Exercisable at the end of the year 1,865 2.40 1,592 1.74
- 2007 2006
E Equity-settled Cash-settled Equity-settled Cash-settled
E;‘ Range of exercise price of outstanding options (£) 093 -256 1.72 - 3.56 0.93-3.21 1.72-3.56
EN  Weighted average remaining contracted life (years) ¢ 1 1 2 2
% Expense recognised for the year (£m) 2 7 3 7
@
B
v

2007 2006
Range of share price at date of grant (£) 4,32 -4.86 4,18
Exercise price (£) 0-479 0-4.28
Expected option life (years} 4-5 3-5
Volatility 25 - 36% 27 - 38%
Spot dividend yield 25-28% 2.5%
Risk free interest rate : 5.0 - 5.3% 4.4%

Volatility was calculated with reference to the Group’s weekly share price volatility, after allowing for dividends and stock splits, for the greater of
30 weeks or for the period until vest date.

UCHEULIOMU J3PIoUS.RYS .

The average share price in the year was £4.52 (2006 £3.96),

The liability in respect of the cash-settled elements of the schemes shown above and reported within provisions at 31 December 2007 is £75m
(2006 £82m),

The intrinsic value of cash-settled options that have vested at 31 December 2007 is £26m {2006 £14m).

Share Incentive Pian
The Group alse incurred a charge of £16m in respect of the allemployee free shares element of the Share Incentive Plan.
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27. Reconciliation of movement in capital and reserves
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Attributable 10 equity holders of the parent
Equity
Issued option of

share Share preference Other Retained Minarity Total

capital  premium shares resenes  eamings Total interests equity

£m £m £m £m £m £m £m £m

Balance at 1 January 2006 80 782 78 4,720 (2,872) 2,788 16 2,804

Total recognised income and expense - - - (476) 2,177 1,701 3 1,704

Share-based payments? - - - - 416 46 - 46

Share options:

Proceeds from shares issued 1 52 - - - 53 - 53

Purchase of own shares by ESOP - - - - (12) {12) - (12)
Conversion of preference shares - 7 (2) 6 (6) 5 - 5 9
Purchase of treasury shares - - - - (112) {112) - (112) ﬁ
Release of unrealised gain on the sale of Atlas Elektronik - - - (11) - (11) - (11) ﬁ
Revaluation of net assets acquired by equity accounted -
investments (note 14) - - - - 5 5 - 5 %
Reclassification - - - 91 {91) - - - A
Other - - - - - - 2) 2) é’
Ordinary share dividends - - - - (346) (346) - (346) @
At 31 December 2006 81 841 76 4,330 (1,211} 4,117 17 4,134 g
Total recognised income and expense - - - 72 1,291 1,363 21 1384 2
Placing of shares (net of costs) 5 - - - 736 741 - 741 B

Share-based payments - - - - 34 34 - 34

Share options:

Proceeds from shares issued 1 83 - - - 64 - 64

Purchase of own shares - - - - (50} (50) - (50)

Conversion of preference shares 3 318 (76} 229 (229) 245 - 245

Purchase of treasury shares ‘ - - - - {152) (152} - {152)

Other - - - - - - (1) (1)

Ordinary share dividends - - - - {396) (396} {1) (397)

At 31 December 2007 90 1,222 - 48631 23 5,966 36 6,002

Other reserves include a merger reserve of £4,589m (2006 £4,589m), a statutory reserve of £202m (2006 £202m), a translation reserve of
£217m debit (2006 £259m debit) and a hedging reserve of £57m (2006 £27m). Under Section 4 of the British Aerospace Act 1980 the statutory
reserve may only be applied in paying up unissued shares of the Group to be allotted to members of the Group as fully paid bonus shares.
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1 The credit in respect of share-based payments for the year ended 31 December 2006 comprises £21m in respect of equity-settled share-based payment schemes, £21m relating
1o a change in the terms of certain share-based payment schemes from cash-settled to equitysetited and £4m relating to discontinued operations.

Placing of shares

On 11 May 2007, 174,418,605 new ordinary shares of 2.5p each were issued by a placing of shares (note 25). The placing structure utilised
attracted merger relief under Section 131 of the Companies Act 1985, resulting in a credit to the merger reserve of £736m. Subsequent
internal transactions required to complete the placing structure have resulted in this part of the merger reserve being transferred to the
retained eamings reserve.

Own shares held
Own shares heid, including treasury shares and shares held by BAE Systems ESOP Trust, are recognised as a deduction from retained eamnings.

Converslon of preference shares
During the year, 259,962,909 (2006 6,116,123) preference shares were converted into ordinary shares of 2.5p each on the basis of 0.47904
ordinary shares for each preference share (note 25).

Treasury shares )

During the year, 33,270,000 ordinary shares of 2.5p each were repurchased under the buyback programme announced in October 2006, As
at 31 December 2007, 61,945,000 (2006 28,675,000} 2.5p ordinary shares with an aggregate nominal value of £2m (2006 £1m} were held
in treasury.

UOHELLLIOIUL 1ap|oyRIeus

BAE Systems ESOP Trust

- The Group has an ESOP discretionary trust to administer the share plans and to acquire Company shares, using funds loaned by the Group,
to meet commitments to Group employees. A dividend waiver was in operation for shares within the ESOP Trust, other than those owned
beneficially by the participants, for the dividend paid in November 2007.

At 31 December 2007, the ESOP hetd 1,552,015 (2006 2,382,835) 2.5p ordinary shares with a market value of £8m (2006 £10m}. The shares
held by the ESOP are recorded at cost and deducted from retained earnings until such time as the shares vest unconditionally to employees.

A dividend waiver is also in operation over shares within the Company's Share Incentive Plan Trust other than those shares owned beneficially
by the participants.
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28. Reconciliation of operating business cash flow
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Restated®
2007 2006
Em £m
" Cash inflow from operating activities " 2,162 778
Purchases of property, plant and equipment (307 (419)
Additions to intangible assets (31) (27}
Equity accounted investment funding {4) -
Proceeds from the sale of propenty, plant and equipment 13 135
Proceeds from the sale of investment property 53 174
Proceeds from the sale of non-current other investments 15 1
Purchase of non-current other investments (1) (5)
o Dividends received from equity accounted investments 78 145
§' Operating business cash flow 1,978 782
85
@ Electronics, Intelligence & Support 302 273
g Land & Armaments 10 137
g Programmes & Support 807 449
T International Businesses 678 171
© HQ & Other Businesses 181 (225}
& Discontinued operations - (23)
§ Operating business cash flow - 1978 782
=
3 1 business group analysis restated following changes to the Group's organisational structure
29, Net cash/(debt} as defined by the Group
2007 2006
£m £m
iy Term deposits — non-current - 4
28 Term deposits — current 164 503
g- Cash and cash equivalents 3,062 3,100
@ 3,226 3,607
% Loans — non-current (2,197) (2,776)
fED Loans - current (283) (308)
=1 Overdrafts - current (16) (26)
@l Loans and overdrafts — current (299) (334)
Cash received on customers' account® (included within payables) (30) (62)
(2,526) (3,172)
Closing net cash as defined by the Group 700 435
Movement in net cash/(debt) as defined by the Group
2007 2006
£m £m
Operating business cash flow 1,978 782
¢ Interest and preference dividends (65) (207)
% Taxation (112) {85}
g Free cashinflow 1,801 490
§ Acquisitions and disposals : (1,574) 1,330
g_ Debt acquired on acquisition of subsidiary undertaking {538) -
o Proceeds from issue of share capital 805 53
3 Equity dividends paid ' (396) (346)
2 Dividends paid to minority interests 1) -
e Preference share conversion 245 6
Other non-cash movements 57 {11)
Purchase of treasury shares {162) (112} |
Purchase of awn shares (50) (12}
Foreign exchange 36 323
Movement in cash received on customers’ account! 32 (9}
Movement in net cash as defined by the Group 265 1,712
Opening net cash/(debt) as defined by the Group 435 (1,277}
Closing net cash as defined by the Group 700 435

1 cash received on customers' account is the unexpended cash received from customers in advance of delivery which is subject to advance payments guarantees unrelated to
company performance
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29. Net cash/(debt) as defined by the Group (continued)

Cash flows in relation to acquisitions and disposals

Equity
accounted
Subsidiaries investments
Armor Other Total Inertial Other Total xPs,
Holdings acquisitions? acquisitions  Products SELEX disposals?  disposals XHRS Other Tota!
£m £m £m im £m £m £m £m £m £m
Cash (consideration}/proceeds (1,696) {9) (1,705) 65 24 7 96 57 {1} (1,553)
Transaction costs incurred
by acquiree (26) - {26) - - - - - - (26)
{1,722) 8y (1,731} 65 24 7 96 57 (1) (1.579)
Cash and cash equivalents net of
overdrafts acquired/(disposed) 6 - 6 {1) - - {1} - - -5
Acquisitions and disposals {1,716) (9) (1,725) 64 24 7 a5 57 (1) (1,574
Debt acquired on acquisition
of subsidiary (538) - (538) - - - - - - (538)
{2,254) (9 (2,263) 64 24 7 95 57 1) (2,112
2 other acquisitions and disposals are described in notes 31 and 9, respectively
30. Dividends
2007 2006
£m £m
Equity dividends
Prior year final 6.9p dividend per ordinary share paid in the year (2006 6.3p) 221 203
Interim 5.0p dividend per ordinary share paid in the year {2006 4.4p) 175 143
396 346

After the balance sheet date, the directors proposed a final dividend of 7.8p (2006 6.9p). The dividend, which is subject to shareholder
approval, will be paid on 2 June 2008 to shareholders registered on 18 April 2008. The ex-dividend date is 16 April 2008.

Shareholders who do not at present participate in the Company's Dividend Reinvestment Plan and wish to receive the final dividend in shares
rather than cash should complete a mandate form for the Dividend Reinvestment Plan and return it to the registrars no later than @ May 2008.

31. Acquisition of subsidiaries

The Group made a number of acquisitions during the year, the most significant of which was of Armor Holdings, Inc. in the US, The acquisitions
took place throughout the year, but if they had occurred on 1 January 2007, combined sales of Group and equity accounted investments would

“have been £17.4bn, revenue £16.0bn and profit for the year from continuing operations £946m.

Armor Holdings, Inc.

On 31 July 2007, the Group acquired 100% of the issued share capital of Armor Holdings, Inc. {Armor}, in the US, for a consideration of
£1,696m, excluding transaction costs incurred by the acquiree (£26m). Goodwill arising on consolidation amounted to £1,554m. Armor is a
major manufacturer of tactical wheeled vehicles and a leading provider of vehicle and individual armour systems and survivability technologies
for the military and for the taw enforcement and commercial security markets.

In the period from acquisition to 31 December 2007, Armor contributed EBITA® of £77m and profit after tax of £18m to the Group's
consolidated results.

Mobile International, a subsidiary of Armor, was acquired with a view to immediate resale. Accordingly, it has been classified as held for sale in
the acquisition balance sheet and as at 31 December 2007 (note 19).

The acquisition of Armor complements the existing US business in the Land & Armaments business group creating synergy potential. It allows
for continued development of the Mine Resistant Ambush Protected (MRAP) vehicles and Family of Medium Tactical Vehicles (FMTV)
programmes, as well as advanced ceramics for body armour. The opportunities presented by these circumstances do not translate to separately
identifiable intangible assets, but represent much of the assessed value within the Land & Armaments business group supporting the
recognised goodwill.

Certain of the fair values assigned to the net assets acquired are provisional. These will be amended as necessary in light of subsequent
knowledge or events to the extent that these reflect conditions as at the date of acquisition.

1 eamings before amonisation and impairment of imangitle assets, finance costs and taxation expense
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31. Acquisition of subslidiaries (continued)

The acquisition had the following effect on the Group's assets and liabilities:

MBINDY SSBUISNE — Modal 510103410

Accounting
policy Fair value
Book value  alignments adjustments Fait vatue
£m £m £m £m
Intangible assets 172 - 581 753
Property, plant and equipment 85 1y - 8 22
Inventories 163 (5) (4) 154
| Receivables 158 {1 (1) 156
| Current tax receivable 33 - 2 35
Deferred tax assets ’ 23 3 - 26
© Payables (204) (1) {20) (225)
§ Deferred tax liabilities (87) - (145) (232)
8  Retirement benefit obligations (24) 4 {2) (22)
®. Provistons (13) - (57) (70}
8  Cash and cash equivalents 6 - - 6
g Loans (386) 5 (147) (538)
I Held for sale 14 - (7) 7
g Net (liabilities)/ assets acquired , (60) (6) 208 142
g Goodwill 1,554
%  Consideration 1,696
&
Consideration satisfied by:
Cash 1,682
Directly attributable costs:
Paid 14
Accrued -
2 1,696
S
% The intangible assets acquired as part of the acquisition of Armor can be analysed as follows:
= . £m
Ell Programmes ] - 551
c;é Customer relationships 129
78l Trademarks 69
Patents 4
753

Other acquisitions .
Other acquisitions include the acquisition of Pitch Technologies AB and iSC for a consideration of £5m and £4m, respectively. In each case,
100% of the shares were acguired. As a result of these acquisitions, an additional £9m of goodwill was generated in the year.

During 2006, the Group acquired 100% of the shares of National Sensor Systems, LLC. for £5m in cash and paid deferred consideration of £7m
in respect of its acquisition, in May 2005, of OMC Group.

UO0IBLLIO UL JBPIOUBIBYS
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32. Financial risk management

A discussion of the Group's treasury objectives and policies and the use of financial instruments can be found in the Directors’ report. Financial
instruments comprise net debt (note 29) together with other financial assets and other financial liabilities (note 17) and other instruments
deemed to be financial instruments under IAS 32 including non-current receivables, non-current payables and nor-current provisions.

Hedging instruments

The notional, or contracted, amounts of derivative financial instruments are shown below, analysed between foreign exchange contracts and

interest rate contracts, classified by year of maturity.

31 December 2007

31 December 2006
Betwean Between
Not one year More Not one year More
exceeding and than exceeding and than
. one year five years five years Total one year five years five years Total
Forelgn exchange contracts £m £m £m £m £m Em im £m
Net forward (sales)/purchase contracts
US dollar (2,366) 141 (12) {2,237) (1.498) 25 (38) (1,511)
Euro 1,277 425 (1) 1,701 643 10 3 656
Other 131 3 - 134 36 2 - 38
(958) 569 (13) (402) (819) 37 (35) (817)
31 December 2007 31 December 2006
Between Between
Not  one year More Not  one year More
exceeding and than exceeding and than
one year five years five years Total one year five years five years Total
Interest rate contracts £m £m £m £m £m £m £m £m
Interest rate swap contracts
US dollar - 654 - 654 128 664 - 792
Sterling 30 120 31 181 26 99 53 178
30 774 31 835 154 763 53 970
31 December 2007 31 December 2006
Between Between
Not one year More Not one year Moare
exceeding and than exceeding and than
one year five years five years Total one year five years five years Tota!
Cross-currency swap contracts £m £m Em £m £m £m £m £m
Net forward (sales)/purchase contracts
US dollar 38 176 339 553 143 252 301 696
Swedish krona (143) - - (143) - (137) - (137)
i (105) 176 339 410 143 115 301 559

Falr value of financlal instruments

The fair value of a financial instrument is the price at which one party would assume the rights and/or duties of another party.

. The fair values of financial instruments have been determined based on available market information at the balance sheet date, and the

valuation methodologies listed below:

" — the fair value of forward foreign exchange contracts are calculated by discounting the contracted forward values and translating at the

appropriate balance sheet rates;

- the fair value of both interest rate and cross-currency swaps are calculated by discounting expected future principal and interest cash flows

and translating at the appropriate balance sheet rates;

— the fair value of loans and overdrafts has been estimated by discounting the future cash flows to net present values using appropriate market-

based interest rates prevailing at 31 December.

Due to the variability of the valuation factors, the fair values presented at the balance sheet date may not be indicative of the amounts the

Group would expect to realise in a current market environment.
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32. Financial risk management (continued)

The following table compares the estimated fair values of certain financial assets and liabilities to their carrying values at the balance
sheet date'.

Net carrying  Estimated Netcarrying  Estimated

M31A3) SSeuISng — 1odar s1010anQ

amount tfair value amount fair value
2007 2007 . 2006 2006
£Em £m Em £m
Assets
Non-current
Other investments - - 4 4
_ Other receivables? . 265 265 569 569
: Other financial assets 48 48 51 51
o
g Current
5 Other investments 164 164 503 503
3‘ Other financial assets 101 101 50 50
g Cash and cash equivatents 3,062 3,062 3,100 3,100
=
& Labilities
?u Non-current .
35 Loans (2197) (2,399) (2,776) (2,964)
§ Other financial liabilities (26) (26} (45) {45)
a1}
Current
Loans and overdrafts (299) (308) (334) {(339)
Other financial liabilities (71) (71) {50} {50}

1 the estimated fair values of the remaining financial assets and liabilities are consistent with their carrying values at the balance sheet date
2 net camylng amount approximates to estimated fair value as there is no active market

Interest rate risk
Based on contracted maturities and/or repricing dates, the following amounts are exposed to interest rate risk over the future as shown below;

Beyond
2008 2009 2010 2011 2012 2012
£Em Im Lm m £m £m
Assets
Non-current
Other receivables 109 - - - - -
Current
QOther investments 164 - - - - -
Cash and cash equivalents 3,062 - - - - -
Liabilities
«w Non-current
Lb:: Loans (577} (577) (545) (263) {127} (94)
g
S Current
@ Loans and overdrafts (41) - - - - -
=
§ Collateral —
©  As shown above, the Group has entered into a number of financial derivative contracts to hedge certain long-term foreign currency and interest
g' rate exposures. Cash collateral payments can be required tc be made periodically to the counterparty dependent on the market value of these

financial derivatives. Cash deposited in this way is treated as a non-current receivable and at 31 December 2007 totalled £109m {2006 £115m).

Committed undrawn borrowing facilities

At 31 December 2007 the Group had a committed Revolving Credit Facility {RCF} of £1.5bn, which expires in more than two years but less than
five years (2006 £1.5bn which expires in more than two years but less than five years). The RCF was originally contracted for five years until
2010. However, it has been extended by the agreement of two one-year extensions until 2012, although the available amount for the final year
has been reduced from £1.5bn to £1.3bn. The RCF remained undrawn throughout the year.
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32. Financial risk management (continued)

Interest rate fluctuations

The objective of interest rate risk management is to reduce the exposure to interest rate fluctuations on borrowings and deposits. This is
achieved through varying the proportion of fixed rate debt relative to floating rate debt over the forward time horizon by utilising derivative
instruments, mainly interest rate swaps. The Group's current interest rate management policy is that a8 minimum of 25% (2006 25%) and a
maximum of 75% (2006 75%}) of debt is maintained at fixed interest rates, At 31 December 2007, the Group had 75% (2006 72%) of fixed
rate debt and 25% (2006 28%) of floating rate debt based on a gross debt of £2.5bn (2006 £3.1bn).

The floating rate debt has been predominantly achieved by entering into interest rate swaps which swap the fixed rate US dollar interest payable
on debt into either floating rate sterling or US dollars. At the end of 2007, the Group had a total of $1.3bn (2006 $1.6bn) of this type of swap
outstanding with a weighted average duration of 3.2 years (2006 3.6 years}. In respect of the fixed rate debt the weighted average period in
respect of which interest is fixed was seven years (2006 six years).

Given the tevel of short-term interest rates during the year, the average cost of the floating rate debt was 6.7%, with 6.3% on US dollars and
7.3% on sterling {20086 both 5.8%). The cost of the fixed rate debt was 7.1% (2006 7.0%). A change of 100 basis points in short-term rates
applied to the average fixed/floating mix and leve! of borrowings would vary the interest cost to the Group by £7m (2006 £11m).

In respect of cash deposits, given the fluctuation In the Group's working capital requirements, cash is generally invested for short-term periods
based at floating interest rates. A change of 100 basis points in the average interest rates during the year applied to the average cash deposits
would vary the interest receivable by £23m (2006 £15m).

Credit risk on cash and cash equivalents

The Group is exposed to credit risk on its cash and cash equivalents to the extent of non-performance by its counterparties in respect of
financial instruments. However, the Group has policies in place to ensure credit risk is limited by placing concentration limits. BAE Systems has
a credit limit system to manage actively its exposure to treasury counterparties. The cash and cash equivalents balance at 31 December 2007
of £3,062m (2006 £3,100m) was invested with 26 (20086 45) financia! institutions. The system assigns a maximum exposure based on the
counterparty's size, FT composite rating and Credit Default Swap price. These limits are regularly monitored and updated. The Group has
material receivables due from the UK, US and Saudi Arabian governments where credit risk is not considered to be an issue. For the remaining
trade receivables no one counterparty constitutes more than 3% of the balance (2006 4%).

The ¢cash and cash equivalents of the Group are invested in non-speculative financial instruments which are usually highly liquid such as short-
term deposits. The Group, therefore, believes it has negligible exposure to price risk.

Currency risk
In order to protect itse!f against currency fluctuations, the Group's policy is to hedge all material firm transactional exposures. Further explanation
is set out in the Risk management and principal risks section of the Directors’ report on page 50.

33. Related party transactions

The Group has a related party relationship with its directors and key management {as disclosed in the Remuneration report on pages 64 to 83
and in note 7), its equity accounted investments (note 14) and the pension plans (note 22).

- Transactions ocour with the equity accounted investments in the normal course of business and are priced on an arm’s-length basis and settled

on normal trade terms. The more significant transactions are disclosed below:

For the year ended 31 December 2007

Lease

Purchases Amounts Amounts income/

Sales to from owed by owed to {expense)

related related related related with refated
party party party party party Other
Related party £m £m £m £m £m £m
Eurcfighter Jagdflugzeug GmbH 1,063 - 107 - - -
Flagship Training Limited - 1 - 7 - -
Fleet Support Limited 2 1 - - -
Gripen International KB - - 109 136 - -
MBDA SAS i43 11 20 709 2 -
Panavia Aircraft GmbH 71 132 1 - - -

Saab AB a - - - -
CTA International SAS - 2 - - - -
Flight Control System Management GmbH - - 1 1 - -
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33. Related party transactions (continued)

For the year ended 31 December 2006

Lease

Purchases Arnounts Amounts income/

Sales to from owed by owed to {expense)

related related related related  with related
party party party party party Other
Related party £m £m £m £m £m £m
Airhus SAS* 50 - - - 15 -
Eurofighter Jagdflugzeug GmbH 1,212 - 97 66 - -
Flagship Training Limited - 2 - 16 - -
Fleet Support Limited 1 8 - 2 - -
Gripen International K8 - - 103 115 - -
MBDA SAS 124 12 14 482 2 -
Panavia Aircraft GmbH 75 53 2 - - -
Saab AB 4 2 - - - 1
CTA international SAS 1 - - - - -
Silicon Sensing Systems - - - 7 - -
Xchanging Procurement Services? 16 101 2 2 - -
Xchanging HR Services? - 26 - 2 - -

1 transactions up to the date of disposal

2 no transactions with Xchanging Procurement Services and Xchanging HR Services are reported during 2007 as the effective date of the disposal of the Group's interest in these entities

was 1 January 2007

34. Group entities

Principally Country of
Principal subsidiary entities Principal activities operates in incorporation
BAE Systems {Operations) Limited DCefence and commercial aerospace UK England and
{Held via BAE Systems Enterprises Limited and activities Wales

BAE Systems (Qverseas Holdings) Limited)
BAE Systems Australia Limited ’ Defence support and avionics Australia Australia
(Heid via BAE Systems Australia Holdings Limited)
BAE Systems Electronics Limited Naval prime contracting UK England and
(Held via Meslink Limited) Wales
BAE Systems Marine Limited Shipbuilding UK England and
{Held via BAE Systems Marine (Holdings) Limited) Wales
BAE Systems Integrated System Technologies Limited Defence systems UK England and
{Heid via BAE Systems Electronics Limited) Wales
BAE Systems inc. Defence systems us us
{Held via BAE Systems Holdings inc.)
BAE Systems AH Inc. {formerly Armor Holdings, Inc.) Manufacture of military vehicles and us us
{Held via BAE Systems Inc.) supply of vehicle and armour systems
BAE Systems Land & Armaments Inc. Manufacture and support of military US & Sweden us
(Held via BAE Systems Inc.) vehicles and ship repair
BAE Systems Land Systems (Munitions & Ordnance) Limited Manufacture of ammunition and weapon UK’ England and
(Held via BAE Systems (Holdings) Limited) systems Wales
BAE Systems Land Systems (Weapons & Vehicles) Limited Design, manufacture, supply and support UK England and
(Held via BAE Systems Land Systems (Finance) Limited and of armoured vehicles : Wales
Alvis Limited)

BAE Systems Surface Fleet Solutions Limited Shipbuilding UK England and
(Held via BAE Systems Surface Fleet Solutions (Holdings) Limited) Wales
Alvis Limited Manufacture and support of military UK England and
(Held via BAE Systems (Holdings) Limited) vehicles Wales

The above list sets out the principal subsidiaries within the Group accounts. It does not represent a full list of subsidiaries. All holdings

represent 100% of ordinary share capital.

35. Events after the balance sheet date

in January 2008, BAE Systems entered into an agreement to acquire Tenix Defence, a leading Australian defence contractor, for up to A$775m
{£342m) in cash. The acquisition of Tenix Defence will more than double BAE Systems' presence in Australia making it the largest incountry

defence supplier to the Australian Defence Force.
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2007 2006
Notes £m £m
Fixed assets
Tangible assets 2 6 9
Investments
Investments in subsidiary undertakings 3 5,596 4,979
5,602 4,988
Current assets
Stocks 4 - 2
Debtors due within one year 5 7,670 4,599
Debtors due after one year 5 116 144
Investments 6 130 491
Other financial assets due within one year 7 139 82
Other financial assets due after one year 7 63 85
Cash at bank and in hand 2,360 2,714
10,478 8,117
Liabilities falting due within one year
Loans and overdrafts 8 (188} {123)
Creditors 9 {11,607) (8,903)
Other financial liabilities 7 (129) (87)
(11,924) {9,113)
Net current iiabilities {1,446) {996)
Total assets less current liabilities 4,156 3,992
Liabilities falling due after one year
Loans 8 (448) {913)
Creditors 9 (9) (1)
Other financial liabilities 7 (57) (76)
(514) {990)
Provisions for liabilities and charges 10 (70) (12)
3,572 2,990
Capital and reserves
Issued share capital 12 90 81
Equity option of convertible preference shares 12 - 76
Share premium account 14 1,222 841
‘ Statutory reserve 15 202 202
Other reserves 14 118 101
‘ Profit and loss account 14 1,940 1,689
3,572 2,990

‘ Equity sharehoiders’ funds

‘Approved by the Board on 20 February 2008 and signed on its behalf by:
M J Tumer G W Rose
Chief Executive Group Finance Director
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1. Accounting policies

Basis of preparation

The financia! statements have been prepared under the historical
cost convention, as modified by the revaluation of available-for-sale
financial assets, and financial assets and financial liabilities
(including derivative instruments) at fair value through profit or
loss, and in accordance with applicable accounting standards in
the United Kingdom (UK GAAP). The going concern basis has been
applied in these accounts.

In the Company's accounts, all fixed asset investments (including
subsidiary undentakings and joint ventures) are stated at cost (or
valuation in respect of certain listed investments) less provisions
for impairments. Dividends received and receivable are credited to
the Company's profit and loss account. In accordance with Section
230(4) of the Companies Act 1985 the Company is exempt from the
requirement to present its own profit and loss account. The amount
of profit for the financial year of the Company is disclosed in note 14
to these accounts.

Relief under Sections 131 and 133 of the Companies Act 1985 is
taken wherever possible. Accordingly, where such relief is available,
the difference between the fair value and aggregate nominal value
of shares is not recognised in either shareholders’ funds or cost

of investment.

Changes in accounting policies

Financial Reperting Standard 29 Financial Instruments: Disclosures
(FRS 29) is applicable to the Company for the year ended 31
December 2007. The Company is exempt from presenting FRS 29
disclosures as full equivalent disclosures are presented on a Group
basis within the consolidated financial statements.

Urgent Issues Task Force (UITF) Abstract 41 Scope of FRS 20 is
applicable to the Company for the year ended 31 December 2007,

This does not have any significant impact on the Company’s accounts.

UITF Abstract 44 FRS 20, Group and treasury share transactions
will be applicable for the year ending 31 December 2008. It is not
expected to have any significant impact on the Company's accounts.

Cash flow statement

The Company is exempt under the terms of Financial Reporting
Standard 1 from the requirement to publish its own cash flow
statement, as its cash flows are included within the conselidated
cash flow statement of the Group.

Foreign currencies

Tangible fixed assets

Depreciation is provided, normally on a straight-line basis, to write
off the cost or valuation of tangible fixed assets over their estimated
useful economic lives to any estimated residual value using the
following rates:

Buildings up to 50 years, or the lease
term if shorter

310 5 years

Computing equipment, motor
vehicles and short life works
equipment

No depreciation is provided on freehold land and assets in the course
of construction.

Impairment reviews are undertaken if there are indications that the
carrying values may not be recoverabie.

Leases

Assets obtained under finance leases are included in tangible fixed
assets at cost and are depreciated over their useful economic lives,
or the term of their lease, whichever is shorter. Future instalments
under such leases, net of finance charges, are included within loans.
Remntal payments are apportioned between the finance element,
which is charged as interest to the profit and loss account, and the
capital element, which reduces the outstanding obligation for future
instalments, so as to give a constant rate of charge on the
outstanding obligation.

Rental payments under operating leases are ¢charged to the profit
and loss account on a straight-line basis in arriving at operating profit.

Investments
The Company's investment in shares in group companies are stated
at cost less provision for impairment.

Stocks
Stocks are stated at the lower of cost, including all relevant overhead
expenditure, and net realisable value.

Tax

The charge for taxation is based on the profit for the year and takes
account of taxation deferred because of timing differences between
the treatment of certain items for taxation and accounting purposes.
Deferred tax is recognised on an undiscounted basis in respect of all
timing differences between the treatment of certain items for taxation
and accounting purposes which have arisen but not reversed by the
balance sheet date where there is an obligation to pay more tax, or

a right to pay less tax, in the future.

Transactions in foreign currencies are translated at the exchange

rates ruling at the dates of the transactions. Monetary assets and Pensions and other post-retirement benefits

I|abr|1l|t|e5 de?ommﬁwd 'ltnt;orebug]n curre:mets darte ritr:anslatecri] at the The Company contributes to Group pension plans operated in the

e?cc ange rates ruling at the batance sheet cate. INese exc ange UK. Details of the principal plans and the financial assumptions

drffe‘rences are recogmse_d in the profit {md IQSS account unless_ they used are contained in the consolidated accounts of BAE Systems plc.

qu?tl_lfy fpr hedge‘acc(:jo:.ntul% treatment. ": which case tthe: effeptuve As permitted by Financial Reporting Standard 17 Retirement Benefits,

portion is recognised directly in a separate component of equity. the plans are accounted for as defined contribution plans, as the
employer cannot identify its share of the underlying assets and
liabilities of the plans. The employer's contributions are set in
relation to the current service period and also to fund a series
of agreed measures to address the pension scheme deficits.
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1. Accounting policles (continued)

Share options and own shares held

The Company issues equity-settled share options to Group employees.
In accordance with the requirements of FRS 20 Share-based payment
(FRS 20), the Company has applied FRS 20 to all equity-share options
granted after 7 November 2002 that were unvested as of 1 January
2005. Equity-settted share options are measured at fair value at the
date of grant using an option pricing model. The fair value is expensed
on a straight-line basis over the vesting period, based on the
Company's estimate of the number of shares that will actually vest.

In accordance with UITF Abstract 25 National insurance contributions
on share option gains the Company provides in full for the employer's
national insurance liability estimated to arise on the future exercise
of share options granted, except where the employee has agreed to
settle the employer’'s national insurance liability as a condition of the
grant of the options.

As required under UITF Abstract 38 Accounting for ESOP trusts the
cost to the Company of own shares held is shown as a deduction from
shareholders’ funds within the profit and loss account. Consideration
paid or received for the purchase or sale of the Company's own
shares in the ESOP trust is shown separately in the reconciliation

of movements in shareholders’ funds.

Preference share capital

During the year, the Company's 7.75p {net) cumulative preference
shares of 25p each were converted into the Company's ordinary
shares of 2.5p each on the basis of 0.47904 ordinary shares for
|every preference share,

In accordance with FRS 25 Financial Instruments: Disclosure

and Presentation the preference shares were considered

a compound financial instrument and, accordingly, split into an
underlying debt instrument, classified within loans and overdrafts,
and an equity conversion option, classified within eguity.

The underlying debt instrument was presented on an amortised
cost basis until extinguished on conversion.

The equity conversion option was presented at its historic fair value,
based on the date of original issue of the preference shares. On
conversion of the preference shares into ordinary shares, the equity
component was reclassified to share capital and share premium.

Dividends thereon are recognised in the profit and loss account
as finance costs.

Dividends
Equity dividends on ordinary share capital are recognised
as a liability in the peried in which they are declared.

BAE Systems Annual Report 2007
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2. Tangible fixed assets

Land and Plant and

M31A8J SSBUISNg — 1odal 510133110

buildings equipment Total
£m £m £m

Cost
At 1 January 2007 14 40 b4
Disposals {5) (13} (18}
At 31 December 2007 ' 2] 27 36
Depreciation and impairment
At 1 January 2007 10 35 45
Depreciation - 2 2
Disposals (4) {13) (17)
At 31 December 2007 3] 24 30
Net book value
At 31 December 2007 3 3 -]
At 31 December 2006 4 5 g

The amounts above at 31 December 2007 include:
Land and Plant and
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buildings equipment Total
Im £m £m

Capitalised finance leases
Cost - 24 24
Accumulated depreciation - 24 24

Assets let under operating leases
Cost - - -

g Accumulated depreciation - - -
2
% Net book value of:
4l Long leasehold property 3 - 3
=) Fixtures, fittings and equipment - 3 3
;:; - 3 3 6
¢ Land and buiidings comprise:
- freehold and tong leasehold land and buildings owned by the Company as at 30 June 1996, excluding centain overseas properties,
revalued at that date. The majority of the Group's operational properties at that time were valued on a depreciated replacement basis,
owing to their specialisation, with the remainder on an existing use value basis. Other non-cperational properties were valued on the
hasis of open market value;
- short leaseholds at cost;
- additions subsequent to 30 June 1996 at cost; and
- land and buildings owned by subsidiary undertakings acquired since 30 June 1996 at fair value at the date of acquisition.
% 3. Fixed asset investments
@
| 3 Subsidiary
[=4 undertakings Other Total
] £m £m £m
g.: Cost
3 At 1 January 2007 5,042 - 5,042
2 Additions 817 1 618
8§ Disposals : - (7) {7)
Fair value movements - 6 6
At 31 December 2007 5,659 - 5,659
Impairment provisions
At 1 January 2007 and 31 December 2007 64 (1) 63
Net carrying value
At 31 December 2007 : 5,595 1 5596
At 31 December 2006 4,978 1 4,979
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4. Stocks 3
h=]
o
2007 2006 &
Em £m i
Development properties - 2 g
2
1]
5. Debtors a
@
2007 008 E
£m im =
Due within one year
Corporation tax recoverable 34 32
Amounts owed by subsidiary undertakings : 7,580 4,500
Amounts owed by Group joint ventures 3 1 g
Other debtors 23 33 g
Prepayments and accrued income 30 33 §
7670 4599
Due after one year %
Other debtors 116 143 -~ |
Prepayments and accrued income - 1 c.l') ;
116 144 g
5
Other debtors inciudes cash collateral of £109m (2006 £115m). %
€
6. Current asset investments
2007 2006
£m Em
Other securities 130 491
o
7. Other financial assets and liabilities 3
(%)
2007 2007 2006 2006 a—
Assets Liabilities Assets Liabilities vt
£m £m £m im =4
Due within one year ?5
Cash flow hedges — foreign exchange contracts 62 {41) 31 (36) 5
Other foreign exchange/interest rate contracts 77 (88) 51 (51)

139 (129} 82 (87)

Due after one year

Cash flow hedges - foreign exchange contracts 34 (20) 30 (42)

Other foreign exchange/interest rate contracts - 29 (37} 55 (34)
63 (57} 85 {76)

| Full disclosures relating to the Group's other financial assets and liabilities and financial risk management strategies are given in the Financial

| review section of the Directors’ report and note 32 to the Group accounts.

UONELLIOUL J3P|OUaIBYS
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8. Loans and overdrafts

MANBI SSBUISNg — iodal sioltang

2007 2006
£m im
Due within one year
Bank loans and overdrafts 15 85
Euro-Sterling £150m 11%% bond, repayable 2008 150 -
European Investment Bank loans, final instalment 2009 7 7
Debt-related financial instruments - 19
SYSTEMS 2001 Asset Trust:
Ogption Aircraft bond 16 12
188 123
a Due after one year
o Euro-Sterling £150m 11%8% bond, repayable 2008 - 150
g- European Investment Bank loan, final instalment 2009 ‘ 4 11
@, Euro-Sterling £100m 10%% bond, repayable 2014 99 99
-@ SYSTEMS 2001 Asset Trust:
2 Option Aircraft bond, final instalment 2013 153 192
T Debt instrument of the convertible preference shares, redeemable 2010 - 242
& Debtrelated financial instruments 191 217
@  Alvis loan notes, redeemable 2009 1 2
§ 448 913
3

Bank loans and overdrafts are at a floating rate of interest.
The European Investment Bank borrowing is fixed with an interest rate of 6.86%.

The SYSTEMS 2001 Asset Trust bonds are at a floating rate of interest, having been converted to a sterling floating rate bond by utilising a
cross-currency swap which resulted in an effective interest rate during 2007 of 6.75% (2006 5.59%).

& Loans and overdrafts are repayable as follows:
T 2007 2006
2 £m £m
N one year or less 188 123
T Between one and two years 26 180
g Between two and five years 87 317
£4 I later years . 335 416
@ 636 1,036
The total amount of loans repayable by instalments, where any instalment is due after five years, is £169m (2006 £203m).
9. Creditors
2007 2008
. £m im
Due within one year
« Amounts owed to subsidiary undertakings 10,584 8,125
8 Amounts owed to Group joint ventures 844 605
£ Other creditors : 141 134
€  Accruals and deferred income 38 39
g 11,607 8,903
=
& Due after one year
g Other creditors 9 1
e 9 1
=2

10. Provisions for liabilities and charges

Contracts and other

£m
At 1 January 2007 : 12
Created . . 63
Utilised (5)
At 31 December 2007 70

Provisions created mainly relate to onerous property leases.
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11. Contingent liabilities and commitments

Company guaranteed borrowings

Borrowings by subsidiary undertakings totalling £1,981m (2006 £2,182m) which are included in the Group’s borrowings have been guaranteed
by the Company.

12. Share capital

MBIA3I SSBUISNE ~ 1odal $1012941C

Equity Non-equity Total
Ordinary shares Special Share
of 2.5p eath of £1
shates value shares value value
m £m £ £m
Authorised g
At 1 January 2007 and 31 December 2007 4,450 111 1 1 111 g.
a-
Issued and fully paid o
At 1 January 2006 3,219 = 80 1 1 80 3B
Exercise of options 24 1 - - 1 "‘1"
Conversion of preference shares 3 - - - - @
At 1 January 2007 3,246 81 1 1 8 3
Exercise of options . 29 i - - 1 g
Placing of shares 174 5 - - 5 32
Conversion of preference shares 125 3 - - 3 ®
At 31 December 2007 3,574 90 1 1 a0

Speclal Share

One Special Share of £1 in the Company is held on behalf of the Secretary of State for Business, Enterprise and Regulatory Reform (formerfy
the Secretary of State for Trade and Industry) (the Special Shareholder). Certain pants of the Company’s Articles of Association cannot be
amended without the consent of the Special Shareholder. These articles inctude the requirement that no foreign person, or foreign persons
acting in concert, can have more than a 15% voting interest in the Company, the requirement that the majority of the directors are British, the
requirement that decisions of the directors at their meetings, in their committees or via resolution must be approved by a majority of British
directors and the requirement that the Chief Executive and any executive chairman are British citizens. The effect of these requirements can
also be amended by regulations made by the directors and approved by the Special Shareholder.

|
Number of  Nominal Number of  Nominal Nominal
|

The Special Shareholder may require the Company at any time to redeem the Special Share at par or to convert the Special Share into
one ordinary voting share. The Special Shareholder is entitled to receive notice of and to attend general meetings and class meetings of
the Company's shareholders but has no voting right, nor other rights, other than to speak in relation to any business in respect of the
Special Share.
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Placing of shares
'~ On 11 May 2007, 174,418,805 new ordinary shares of 2.5p each were placed at a price of 430p, raising £750m before expenses.

Conversion of preference shares
As at 1 January 2007, the Company also had in issue 259,962,909 7.75p (net) cumulative redeemable preference shares of 25p each.
- During the year, the shares were converted Into ordinary shares of 2.5p each on the basis of 0.47204 ordinary shares for each preference
share, as a resuit of which 124,532,630 ordinary shares of 2.5p were issued. There were, therefore, no preference shares in issue as at
- 31 December 2007.

In accordance with FRS 25 the convertible preference shares were considered to be a compound financial instrument consisting of both
a debt element and an equity component which required separate accounting treatment. Following conversion to ordinary shares the amounts
- previously recognised within equity and within loans and overdrafts have been extinguished.

Treasury shares

In connection with the disposal of its interest in Airbus, the Company stated its intention to return up to £500m to ordinary shareholders by way
of en-market purchases of ordinary shares using authorities granted at the 2006 AGM and to hold the repurchased shares initially in treasury.
The Company commenced this buyback programme on 26 October 2006 and, as at 31 December 2007, 61,945,000 (2006 28,675,000) 2.5p
ordinary shares with an aggregate nominail value of £2m (2006 £1m) were held in treasury.

UONELLLIoU] JAPICYIBYS
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13. Employee share schemes

Options over shares of the ultimate parent undertaking, BAE Systems ple, have been granted to employees of the Company under various
schemes. Details of the terms and conditions of each share option scheme are given in the Remuneration report on pages 64 to 83 of

this report.
Executive Share Option Scheme Save-As-You-Earn
2007 2006 2007 2006
Weighted Weighted Welghted Weighted
average average average average
Number of  exercise Number of exercise Number of exercise Number of exercise
shares price shares price shares price shares price
000 £ ‘000 £ ‘000 £ ‘000 £
Outstanding at the beginning of the year 27,513 284 36,141 277 654 1.78 1,027 1.88
Granted during the year 2,994 459 2,886 4.28 - - - -
Exercised during the year (9,840) 231 (3,864) 2.30 (351) 223 (248) 2.58
Expired during the year (5,621) 3.34 (7,650) 3.32 {7) 1.44 (125) 1.09
Outstandllg at the end of the year 15,046 335 27,513 2.84 296 125 654 1.78
Weighted average remaining life {years) 7 N 1 2
Weighted average fair value of options granted (£) 1.47 1.30 - -
Range of exercise price of outstanding options (£) 1.72 - 487 1.72-487 0.93 - 2.57 0.93-2.57
Expense recognised for the year (£m) 4 4 - -
Share Performance Restricted
Matching Share Share
Ptan Plan Plan
2007 2007 2006 2007 2006
Number of Number of Number of Number of Number of
shares shares shares shares shares
‘000 ‘000 ‘000 ‘000 ‘000
Qutstanding at the beginning of the year - 12,197 11,471 882 826
Granted during the year 281 1996 1,924 - 119
Exercised during the year - (3,742) (944) (508) {9
Expired during the year 1) (577) (254} {23) {54}
Outstanding at the end of the year 280 9,874 12,197 351 882 i
Weighted average remaining life (years) 2 4 5 - 1 l
Weighted average fair vatue of options granted (£) 459 231 1.88 - 3.89
Expense recognised for the year (Em) - 3 4 - 1
The exercise price for the Share Matching Plan, Performance Share Plan and Restricted Share Plan is £nil (2006 £nil).
Information on options granted in the year can be found on page 126 {note 26 to the Group accounts).
14. Reserves
Share premium Other Profit and
account reserves loss account
Em im £m
At 31 December 2006 841 101 1,689
Profit for the year - - 92
Dividends paid - - (396)
Share placing {net of costs) - - 736
Share-based payments - - 34
Exercise of options 63 - -
Purchase of own shares - - (50
Conversion of preference shares 318 - -
Purchase of treasury shares - - (152}
Other movements - - (13)
Fair value movements on available-for-sale investments - - 8
Recyeling of fair value movements on disposal of available-for-sale investments - - (6)
Movements in hedging reserve - 17 -
At 31 December 2007 1,222 118 1,940
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14. Reserves (continued)

Other reserves

Other reserves for the Company comprise: capital reserve £24m {2006 £24m); hedging reserve £8m credit (2006 £39m debit); and non-
distributable reserve arising from property disposals to other Group undentakings £86m (2006 £86m). The non-distributable reserve arising
from property disposals to other Group undertakings relates to the revaluation surplus realised by the Company on properties which were sold
to other Group companies as part of operational reorganisations in prior years. Amounts within this reserve will be transfetred to the profit and
loss account as distributable when the related properties are disposed of outside the Group, or written down following impairment.

MOMAI SSaUISNg — 1odal 51010840

Placing of shares

On 11 May 2007, 174,418,605 new ordinary shares of 2.5p each were issued by a placing of shares. The placing structure utilised attracted
merger relief under Section 131 of the Companies Act 1985, resulting in a credit to the merger reserve of £736m. Subsequent internal
transactions required to complete the placing structure have resulted in this part of the merger reserve being transferred to the retained
earnings reserve.

Own shares held
Own shares held, including treasury shares and shares held by BAE Systems ESOP Trust, are recognised as a deduction from
retained eamings.

Conversion of preference shares
During the year, 259,962,909 (2006 6,116,123) preference shares were converted into ordinary shares of 2.5p each on the basis of
0.47904 ordinary shares for each preference share.

Treasury shares

During the year, 33,270,000 ordinary shares of 2.5p each were repurchased under the buyback programme announced in October 2008.
As at 31 December 2007, 61,945,000 (2006 28,675,000} 2.5p ordinary shares with an aggregate nominal value of £2m (2006 £1m) were
held in treasury.

SoUBLIBACE — L0dal $1010311Q

BAE Systems ESOP Trust

The Company has an ESOP discretionary trust to administer the share plans and to acquire Company shares, using funds loaned by the Group,
to meet commitments to Group employees. A dividend waiver was in operation for shares within the ESOP Trust, other than those owned
beneficially by the participants, for the dividend paid in November 2007.

At 31 December 2007, the ESOP held 1,552,015 {2006 2,382,835) 2.5p ordinary shares witﬁ a market value of £8m (2006 £10m).
The shares held by the ESOP are recorded at cost and deducted from retained eamings until such time as the shares vest unconditionally
to employees.

A dividend waiver is also in operation over shares within the Company's Share incentive Plan Trust other than those shares owned beneficially
by the participants.
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Company profit
The Company's profit for the financial year was £92m (2006 £1,617m).

15. Statutory reserve

Under Section 4 of the British Aerospace Act 1980 this reserve may only be applied in paying up unissued shares of the Company to be allotted
to members of the Company as fully paid bonus shares,

16. Other information

Employees
The total number of employees of the Company at 31 December 2007 was 520 (2006 596). Total staff costs, excluding charges for share
options, were £68m (2006 £67m).

Total directors’ emoluments, excluding company pension contributions, were £8,580,000 (2006 £9,647,000). These emoluments were paid for
their services on behalf of the BAE Systems Group. No emoluments related specifically to their work for the Company.

UGIBULIOUI JBPoYaeYS

Company audit fee
Fees payable to the Company's auditor for the audit of the Company’'s annual accounts totalled £1,111,000 {2006 £1,023,000).
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- 2007 2006 2005 2004 2003

z IFRS IFRS IFRS IFRS UK GAAP:

2 £m £m £m £m Em

1 Income statement*****

g Sales Including Group’s share of equity accounted investments

g' Electronics, intelligence & Support 3,916 4,007 3,697 3,063 -

@  Land & Armaments 3,538 2,115 1,270 482 -

& Programmes & Suppont ) 5,327 4,615 4,660 - -

%  International Businesses 3,359 3428 3,138 - -

= Programmes - - - 2219 2,374
Customer Solutions & Support - - - 2,856 2,042
Integrated Systems & Partnerships ' - - - 2,022 -
Commercial Aerospace* - - - - 2,904

2 HQ & Other Businesses 243 295 471 464 281

o .

8 Avionics® - - - - 650

3 North America - - - - 2,636

5 Intemational Partnerships - - - - 1,685

Y Intra-business group sales (673) {695) {655} (417) -

=,‘° 15,710 13,765 12581 10689 12,572

2

Z  EBITA’

é Electronics, Intelligence & Suppont 429 429 324 256 -

§ Land & Armaments 312 168 42 (8) -
Programmes & Support 456 342 261 - -
international Businesses 435 415 400 - -
Programmes - - - 10 56
Customer Solutions & Support - - - 497 411
Integrated Systems & Partnerships - - - a5 -
Commercial Aerospace* - - - - 204
HQ & Cther Businesses (155} (147) (118) (50) -
Avionics® - - - - 12
North America - - - - 232
International Partnerships - - - - 65

_ 1,477 1,207 909 800 980

Amortisation and impairment of intangible assets {(297) (139) (122) {110} (518)
Exceptional items (UK GAAP only) (9)
Finance costs including share of equity accounted investments a3 {174) (196) (132) {220)
Profit before taxation 1,273 894 591 558 233
Taxation expense including share of equity accounted investments (373) (248) (147) {(219) (225)
Profit for the year from continuing operations 900 646 444 339 8
Profit/{loss) for the year from discontinued operations 22 983 111 {336) -
Profit for the year 922 1,639 555 3 8

«» Balance sheet .

& Intangible assets 9559 7,595 8217 6,115 _ 6,000

% Property, plant and equipment, and investment property ’ 1,887 1,869 1,922 1,901 1,699

a Non-<urrent investments 787 678 1,730 1,535 1,710

2 inventories 701 395 485 498 775

g.. Payables (excluding cash on customers' account) less receivables (5373) (4,298) (4,596) (3,891} (3,126)

3 Other financial assets and liabilities 52 6 {7) - -

= Retirement benefit obligations (1,629) (2,499 (4,101} (3,210) 362

S Provisions (809) {695) (718) (491) {749)
Net tax 63 648 1,012 876 (195}
Net cash/(debt) 700 435 (1,277) (668) (870)
Disposal groups held for sale 64 - 137 - -
Mincrity interests (36) an (16} (10) {(15)
Total equity attributable to equity holders of the parent 5,966 4,117 2,788 2,655 5,591
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2007 2006 2005 2004 2003
. IFRS IFRS IFRS IFRS UK GAAP!
Movement in net cash/(debt) as defined by the Group £m £m £m £m £Em
Cash flow from operating activities 2162 778 2,099 2,350 836
Net capital expenditure® (262} (141) (250) {285) (248)
Dividends from equity accounted investments 78 145 88 69 - 37
Operating business cash flow 1,978 782 1,837 2,134 625
Acquisitions and disposals (2,412) 1,330 (1,836) {(630) (62)
Finance costs (65) {207) (152) (179 {117)
Tax and dividends (509) (431) (342) (312) {227)
Other noncash movements 57 (11) (52) 9 121
Issue/{purchase) of equity shares 603 (71) -373 - -
Preference share conversion 245 <] - - -
Exchange movements 36 323 (219) 12¢ 72
Net increase/(decrease) in net funds . 233 1,721 (291) 1,151 412
Movement In cash on customers’ account 32 ()] (35) {(13) 16
Movement in net cash/{debt) 265 1,712 {(326) 1,138 428
Opening net cash/{debt) 435 (1,277) (668) (870} (1,298)
Impact of IFRS adoption - - {283) (936) -
Closing net cash/(debt) 700 435 (1,277) (668) (B70)
Other information 2007 2006 2005 2004 2003
Basic earnings/(loss) per share - total . 26.6p 50.7p 17.4p (0.8)p (0.9)p
Basic earnings per share — underlying® 31.0p 23.8p 18.4p 13.6p 16.6p
Dividend per ordinary share 12.8p 11.3p 10.3p 9.5p 9.2p
Number of employees, excluding share of employees of equity accounted investments,
at year end 88,000 79,000 80,000 73,300 68,400
Capital expenditure including leased assets £341m £53Bm  £347m  £359m £243m

Order book including the Group's share of equity accounted investments

1 for the year ended 31 December 2003, the information is presented on a LIK GAAP basis

£386bn £31.7bn £30.8bn £29.5bn £46.0bn

2 for the year ended 31 December 2003, the business group information presented under UK GAAP has not been restated to reflect the changes made to the business groups in 2005,

2006 and 2007

3 for the year ended 31 December 2004, the business group information presented under IFRS has not been restated to reflect the changes made (o the business groups in 2005, 2006

and 2007

4 {or the years ended 31 December 2004 10 2006, Aitbus SAS is presented as a discontinued operation under IFRS and the remaining Commercial Aerospace business group

is reported within HQ & Other Businesses

8 for the years ended 31 December 2004 and 2005, the Avionics business group Is presented as a discontinued operation under IFRS

6 for the years ended 31 Decernber 2005 and 2006, the business group information presented under IFRS has been restated 1o reflect changes made to the Group's organisational

structure

7 for the years ended 31 December 2004 10 2007, this is deflned as earnings before amortisation and impairment of Intangible assets, finance costs and laxation expense.

For the year ended 31 December 2003, this is defined as profit before interest and 1ax, excluding goodwill amortisation and impairment, and exceptional items.

8 includes expenditure on property, ptant and equipment, Investment property, intangible assets and other investments

9 for IFRS, undertying earnings is presented for continuing operations after adjusting for amontisation and impairment of intangible assets, non-cash finance movements on

pensions and financial derivatives, and uplift on acquired inventories. For UK GAAP, underlying eamnings is presented after adjusting for goodwill amortisation and Impainment,

and exceptional items.
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Reglstered office

6 Carlton Gardens

London

SwWiY HAD

United Kingdom

Telephone: +44 (0)1252 373232
Company website: www.baesystems.com

Registered in England and Wales, No. 1470151

Registrars

Equiniti Limited (0140}

Aspect House, Spencer Road, Lancing
West Sussex BN99 6DA

United Kingdom

Telephone: 0871 384 2044
Calls to the above number are charged at 8p per minute from a BT
landline. Other telephony providers' costs may vary.

Telephone number from outside the UK: +44 121 415 7058

If you have any queries regarding your shareholding, please contact
the registrars.

Shareview service

The Shareview service from our registrar, Equiniti, gives shareholiders:

- direct access to data held on their behalf on the share register
inciuding recent share movements and dividend details; and

- the ability to change their address or dividend payment
instructions online.

To sign up for Shareview you need the ‘shareholder reference’ printed
on your proxy form or dividend stationery. There is no charge to register.

When you register with the site, you can register your preferred
format (post or e-mail) for shareholder communications. If you select
‘e-mail’ as your mailing preference, you will be sent shareholder
communications, such as proxy forms and annual results,

by e-mail instead of post, as long as this option is available.

If you have your dividends paid straight to your bank account, and you
have selected ‘e-mail’ as your mailing preference, you can also coliect
your tax voucher electronically. Instead of receiving the paper tax
voucher, you will be notified by e-mail with details of how to download
your electronic version.

However, if you choose "post’ as your preference, you wilt be sent
paper documents as usual.

Visit the website for more details: www.shareview.co.uk

Details of software and eguipment requirements are given on
the website.

Sharehelder dealing service

A low cost, executiononly, postal share-dealing service for the purchase
and sale of BAE Systems plc shares is available from Pershing
Securities Ltd. Commission is 1% with a minimum charge of £15.

The service is restricted to UK restdents and transactions are limited to
€15,000 (approximately £10,000). Pershing Securities Ltd is authorised
and regulated by the Financial Services Authority and is a member of
LIFFE and the London Stock Exchange. For details, please contact:

Pershing Securities Ltd

Broker Services Team

The Royal-Liver Building

Pier Head

Liverpool L3 1LL

Telephone number for purchases: 020 7661 6616
Telephone number for sales: 020 7661 6617

ShareGIft ‘

The Orr Mackintosh Foundation operates a charity donation
scheme for shareholders with small parcels of shares which may
be uneconomic to sell. Details of the scheme are available from
ShareGift at www.sharegift.org or by telephone on 020 7930 3737.

Share price Information

The middle market price of the Company’s ordinary shares on
31 December 2007 was 498p and the range during the year was
401.5p to 515p.

Daily share prices are available in the UK on the FT Cityline service on
0906 843 0000. At the menu following the FTSE 100 index, select
option 2 for share prices and for BAE Systems plc ordinary shares
enter the fourdigit code 1890,

Calls are charged at 60p per minute at all times.

Alternatively you can view teletext or a similar service.

Dividend reinvestment plan

The Company offers holders of its ordinary shares the option to elect
to have their dividend reinvested in shares purchased in the market
instead of cash. If you would like to make this election, please
request a dividend reinvestment plan mandate from our registrars:

Equiniti Financial Services Limited
Aspect House, Spencer Road, Lancing
West Sussex BN99 6DA

Telephone: 0871 384 2268
Calls to the above number are charged at 8p per minute from a BT
landline. Other telephony providers’ costs may vary.

Telephone number from outside the UK: +44 121 415 7058

American Depositary Recelpts

The BAE Systems plc American Depositary Receipts (ADRs) are traded
on the Over The Counter market (OTC) under the symbol BAESY. One
ADR represents four BAE Systems plc erdinary shares.

JPMorgan Chase Bank, N.A. is the depositary.

If you should have any queries, please contact:

JPMorgan Service Center

PO Box 3408

South Hackensack

NJ 07606-3408

USA

Taoll free telephone number: 800 990 11356

Telephone number from outside the US: +1 201 680 6630

Website: www.adr.com
Email: jpmorganadr@mellon.com
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Financial catendar

Financial year end

31 December

Annual General Meeting 7 May 2008
2007 final ordinary dividend payable 2 June 2008
2008 interim results announcement 31 July 2008
2008 interim ordinary dividend payable 1 December 2008
2008 full year results — preliminary announcement February 2009

- report and accounts April 2009
2008 final ordinary dividend payable June 2009
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Analysis of share register at 31 December 2007

Ordinary shares of 2.5p

Accounts Shares %

Number Number a

‘000 % mitlion % g

By category of shareholder -

Individuals 108.2 925 1084 3.0 §

Nominee companies 7.8 6.6 3,3276 93.1 3

Banks - - 22,6 0.7 ¢.|T>

Insurance and pension funds - - 01 - g

Other 1.0 0.9 115.8 3.2 g

117.0 100.0 3,574.5 100.0 2

o

[1:)

By size of holding

1-99 235 201 1.2 -
100 - 499 329 28.1 8.8 0.3
500 - 999 24.4 20.9 17.4 0.5
1,000 - 9,999 33.6 28.7 79.8 2.2
10,000 - 99,999 1.5 1.3 39.5 11
100,000 - 999,989 Q.7 0.6 266.3 7.5
1,000,000 and over 0.4 0.3 3,161.5 88.4

117.0 100.0 3,574.5 100.0
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ADF
Australian Defence Force.

AGM
Annual General Meeting.

AGS
Advanced Gun System: a 155mm gun system.

ATTAC .
Availability Transformation: Tornado Aircraft Contract.

Bradley
Tracked armoured fighting vehicles which fulfil critical infantry, cavalry,
fire support, battle command and engineer roles for the US Army.

C4ISR

Command, Control, Communications and Computing {(C4), Intelligence,
Surveillance and Reconnaissance (ISR): systems that provide a precise
picture of the battlefield in ‘reaktime’, optimising the information
avaifable for decision making.

CToL

Conventional Take-off and Landing.

Cv9035

An ammoured infantry fighting vehicle developed by BAE Systems Land
Systems Hagglunds to meet international demand.

CVF

The UK’s future aircraft carrier.

DDG-1000

A next-generation destroyer for the US Nawy.

Defence Industrial Strategy ’

Published by the UK government in December 2005 following
consultation with industry, recognises the skills and capabilities that

LTV
Joint Light Tactical Vehicle.

KPI
Key Performance Indicator.

LCM
Lifecycle Management: a process and control environment within
which the Group's projects are executed.

Line leader
An individual with specific profit and loss accountability for a business.

LTPA
Long-Term Partnering Agreement.

M88 Hercules
A fully-tracked, armoured recovery vehicle.

M113
Armoured personnel carriers, medical, command and control, and
engineering mortar launching vehicles.

M777

A lightweight 155mm field howitzer.

MMPV

Medium Mine Protected Vehicle.

MoD

UK's Ministry of Defence.

MRAP

Mine Resistant Ambush Protected wheeled vehicle.
Nimrod MRA4

The replacement Maritime and Patrol Attack aircraft for the UK's Royal
Air Force,

will be needed to equip and support the UK armed forces and ensure ~ NLOS-C )
the UK defence industry remains world-leading. Non-Line-of-Sight Cannon.
DIRCM NLOSM
Directed Infrared Countermeasures. Nonr-Line-of-Sight Mortar.
EW OAS
Electronic Warfare. Operational Assurance Statement: a six-monthly review of internal
FCS controls and risk management processes.
Future Combat System. oF . .
FMTV Operat_lonal Framework: the Group’s common framework for
Family of Medium Tactical Vehicles. t;;:;r:::nal and financial controls.
. . - Principal Anti-Air Missile System. Aster PAAMS: a medium-range anti-
Future Rapid Effect System: the UK Ministry of Defence (MoD) aircraft vertical taunching missile system based on the Aster 15 and
programme to provide the British Army with a family of medium-weight,  actor 30 anti-missile missiles
network-enabled, airdeployable armoured vehicles. PCL ’
ERS ial R . Performance Centred Leadership: a leadership and performance
inancial Reporting Standards. management system used throughout the Group.
FV430 Bulldog QBR
An armoured personnel carrier, Quarterly Business Review.
GAAP : RAF
Generally Accepted Accounting Principles. The UK's Royal Air Force.
GOP . RSAF
Gross Domestic Product, The Royal Saudi Air Force.
HERTI RSNF
Highly autonomous medium-altitude long-endurance unmanned The Royal Saudi Navai Forces
air system. )
HMMWY RG31, RG32 and RG33 ) )
High Mobility Multipurpose Wheeled Vehicle. :ltllne ;;otected armoured personnel carriers.
Home market ng Ray
A home market is one in which the Group has a strong domestic A lightweight torpedo.
presence and is a key part of the defence industry capability in that STOVL
country. BAE Systems has six home markets: Australia; Saudi Arabia; Short Take-Off and Vertical Landing.
South Africa; Sweden: the UK and the US, THAAD
© IBP Thermal High Altitude Area Defense.
Integrated Business Plan. TRMC
DIQ . ) Treasury Review Management Committee.
Indefinite-Delivery/Indefinite-Quantity: a US government contract ™S .
allowing flexibility for orders, Thermal Weapon Sight.
IFRS
Intemnational Financial Reporting Standards.
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You can now view the BAE Systems Annual Report 2007 on our website www baesystems.com/reporting/,
along with further information about our performance, information for the Annual General Meeting and our
latest presentations.

Get more online
o —
e | «—— Search the Report for
Cvarvisw  Business revisw  Pork rvisw O Financisl ‘ —— key information
You can quickly and easily search
ANNUAL REPORT 2007 BAE Systems Annual Report 2007
] 5 o " g for the information you would like to
read. Simply type in the words you
. “ring globdl Yo woulld like to search for, and the

relevant pages will be listed for you

to choose.
P
-~
ot . 3

Etsctronics, Intsiligencs & Support X, Group

Land & Armamants LI ]

Programmes & Support W swlivpimiag iy - A

International Businesses P - LSRN CoRkion eristlnhed it ghobal lend Bystre secxr

revas
I HQ & Other Businssses WL, waiet by busionsa growp’ (%) EREAT by businss group? (%)
Links to further
g Ly At S—— L N

Download our corporate ———— oarcvsrcns ] Pm information

reporting literature S Ak b Swme Smehimeae e adaalle From the Shareholder Reporting

All BAE Systems corporate reports will Y 1] 2007 SHAREHOLDER REPORTING soares secmums = section of our website you can link

be avallable as downloadable pdfs = Ruastn Conks Wirinrmat 1 thp WA Srslovs 7BUT Lhuirsisider raparting Cowrs vl to other areas of interest, including

the Annual Report, financial
calendar and much more.

from this section of the website.

Download the latest

Y R F presentations
N 3'\ - . i
D-u.l-‘we:ing gotinl growtt t Keep up to date with our
- - AR ‘, presentations on performance

.

from our Results Centre,

Access the Notice of
Meeting and vote online
You will find the Notice of Meeting
for our 2008 Annual General

Meeting available here, You
can also vote electronically on

Visit the 2007 Shareholder Reporting Centre at: the resolutions proposed at
www.baesystems.com/reporting/ the meeting.
Shareholder feedback
If you would like to give us any feedback on this year’s Annual Report, / 3° Mixed Sources
please send your written comments to our investor relations team at: .._'”'.':‘:."'..‘::.:;‘."‘“5:1
BAE Systems p|C FSC S inwtem s ot
6 Carlton Gardens The paper used In this document
has FSC certification and is sourced
Lo:::don S.WlY SAD from well managed forests and
United Kingdom conrolled sources certified in
or by e-mail to andrew.wrathall@baesystems.com accordance with the rules of the

Forest Stewardship Council.
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This year's Annual General Meeting will be held at 11:00am on
7 May 2008 at The Queen Elizabeth Il Conference Centre, London.

dear Shareholder

- .
"his document includes the Notice of Meeting in which we have set out The results of the-vdting on the resolutions will be posted on the

he resolutions that shareholders are being asked to consider and vote  Company's website after the meeting.

in. These resolutions are a very Important part of the governance of . .

he Company and | urge all sharehclders to vote, whether they are able If you are unable to attend the meeting. but have any questions on the

| : business to be discussed at the AGM, we would like to hear from you
0 attend the meeting or not. ahead of the meeting. Whilst we cannot answer questions individually,
'he Board supports al! of the resolutions to be put to the AGM. we will provide responses to the topics most frequently raised and

. . . post these on our website as well as making them available at the
‘ou can vote on the resolutions put to shareholders either online ! . R .
v by post as follows: AGM., If you have received a paper copy of this notice, you will have

received a card you can use to ask such a question. Shareholders
- Online - if you have accessed this notice electronically, you simply reading this online will be able to submit a question via the

need to click on the electronic voting icon on the Shareholder Shareholder Reporting website.

Reporting website at www.baesystems.com/reporting/. Instructions . L

on how to vote etectronically can be found on page 3 of this } look forward to seeing many of you at the meeting In May.
document. Yours sincerely

' By post - if you received the 2007 Report and Accounts, or a
notification that this is available to be viewed on our website, you will
also have received a proxy card. Instructions on voting can be found

an the proxy card. /

t is good practice for companies to take a poll on all resolutions put Dick Olver Chairman

o shareholders and we have used such polls for a number of years. 28 March 2008

"his allows all shareholders to have their votes recognised whether

r not they are able to attend the meeting. -
Important How to get to the AGM

" This document is important and
requires your immediate attention

i T
1=}

If you are in any doubt as to the action 4
you should take, you should consult your
stockbroker, bank manager, solicitor, ,
accountant or other professional adviser NoR
authorised under the Financial Services 4
and Markets Act 2000 immediately.

If you have sold or gtherwise transferred all
of your shares, please send this document,
together with the accompanying Form of

o

Proxy, as soon as possible to the purchaser §
or transferee, or to the stockbroker, bank or SUEN ELzABETI £
other agent through whom the sale or transfer [WES1 ENTRANGE) 3
2

was effected for transmission to the purchaser
or transferee.
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NOTICE IS HEREBY GIVEN that the Annual General Meeting of

BAE Systems plc will be held at the Queen Elizabeth |l Conference
Centre, Broad Sanctuary, Westminster, London SW1P 3EE on
Wednesday 7 May 2008 at 11.00am for the purpose of transacting
the following business:

To consider, and if thought fit, to pass the following Resolutions 1-15,
which will be proposed as ORDINARY RESOLUTIONS:

RESOLUTION 1 - Receipt of the Report and Accounts
THAT the audited accounts of the Company for the year ended 31
December 2007 and the Directors' Report and Auditors” Report

thereon now laid before this meeting be and they are hereby received.

RESOLUTION 2 - Approval of the Directors’ Remuneration Report
THAT the Directors’ Remuneration Report for the year ended
31 December 2007 be and is hereby approved.

RESOLUTION 3 - Authorisation of the payment of the final dividend
THAT the final dividend for the year ended 31 December 2007 of

7.8 pence per ordinary share be and it is hereby declared payable

on 2 June 2008 to Ordinary Shareholders whose names appeared

on the Register of Members at the close of business on 18 April 2008,

RESOLUTION 4 - Re-election of Director
THAT Sir Peter Mason retiring pursuant to Article 85 be and is hereby
re-elected a Director of the Company.

RESOLUTION 5 - Re-election of Director
THAT Richard Qlver retiring pursuant to Article 85 be and is hereby
re-elected a Director of the Company.

RESOLUTION 6 - Re-election of Director
THAT Michael Turner retiring pursuant to Article 85 be and is hereby
re-elected a Director of the Company.

RESOLUTION 7 - Election of Director
THAT Andrew Inglis retiring pursuant to Article @1 be and is hereby
elected a Director of the Company,

RESOLUTION 8 - Election of Director
THAT Ravi Uppal retiring pursuant to Article 91 be and is hereby
elected a Director of the Company.

RESOLUTION 9 - Reappointment of the Auditors

THAT KPMG Audit Plc be and are hereby reappointed Auditors of
the Company to heold office until the next General Meeting at which
accounts are laid before the Company.

RESOLUTION 10 - Authority to agree Auditors’ remuneration
THAT the Audit Committee of the Board of Directors be and is hereby
authorised o agree the remuneration of the Auditors.

RESOLUTION 11 - Political donations and expenditure

THAT:

(a) the Company and those companies which are subsidiaries of the
Company at any time during the period for which this resolution
has effect be authorised for the purposes of Part 14 of the
Companies Act 2006 during the period from the date of the
passing of this resolution to the earlier of the conclusion of the
Company’s Annual General Meeting in 2009 or 30 June 2009:

{iy to make political donations to political parties, and/or
independent election candidates;

{iiy to make political donations to political organisations other
than political parties; and

{iii) to incur political expenditure,

up to an aggregate amount of £100,000, and the amount
authorised under each of paragraphs (i) to {iii} shall also be
limiteg to such amount;

(b

all existing authorisations and approvals relating to political
donations or expenditure under Part 10A of the Companies Act
1985 are hereby revoked without prejudice to any donation made
or expenditure incurred prior to the date hereof pursuant to such
authorisation or approval; and

{¢) words and expressions defined for the purpose of the Companies

Act 2006 shall have the same meaning in this resolution.

RESOLUTION 12 - Amendment to the BAE Systemns Share Matching
Plan 2006

THAT the rules of the BAE Systems Share Matching Plan be amended
to increase individual limits as set out in the copy of the Plan rules
produced 1o this meeting and, for the purposes of identification,
initialled by the Chairman.

RESOLUTION 13 - Amendment to the BAE Systems Performance Share

Plan 2006

THAT:

(a) the rules of the BAE Systems Performance Share Plan be
amended to increase individual limits and make amendments to
the vesting provisions as explained in the note to this resolution
and as set out in the copy of the Plan rules produced to this
meeting and, for the purposes of identification, initialled by the
Chairman; and

(b

—

the Directors be authorised to make one half of an award subject
to a performance condition based on appropriately stretching
internal measures as determined by the Board's Remuneration
Committee (in accordance with the policy summarised in the note
to this resolution).

RESOLUTION 14 - Increase authorised share capital

THAT the share capital of the Company be increased from
£180,000,001 to £188,750,001 by the creation of 350,000,000
ordinary shares of 2.5p each.

RESOLUTION 15 - Authority to allot new shares

THAT the authority conferred on the Directors by Article 12 (B)(i) of the
Articles of Association of the Compary be and is hereby renewed for
the period ending on 30 June 2009 or, if earlier, on the day before the
Company’s Annua!l General Meeting in 2009 and that for such period
the Section 80 Amount will be £29,275,236.

To consider, and if thought fit, to pass the following Resolutions 16-18,
which will be proposed as SPECIAL RESOLUTIONS:

RESOLUTION 16 - Disapplication of pre-emption rights

THAT the power conferred on the Directors by Article 12 (B)(ii) of the
Articles of Association of the Company be and is hereby renewed for
the period ending on 30 June 2009 or, if earlier, on the day before the
Company's Annual General Meeting in 2009 and that for such period
the Section 89 Amount will be £4,391,724,

RESOLUTION 17 - Authority to purchase own shares

THAT the Company be and is hereby unconditionally and generally
authorised for the purposes of Section 166 of the Companies Act
1985 to make market purchases, as defined in Section 163 of that
Act, of ordinary shares of 2.5p each in the capital of the Company
provided that:

(a) the maximum number of shares that may be purchased is
351,337,974;

2 www.baesysiems.com




(&)
(c)

the minimum price which may be paid for each share is 2.5p;

the maximum price that may be paid for each share is an amount
equa! to 105 per cent of the average of the middle market
quotations of the Company's ordinary shares as derived from the
London Stock Exchange Daily Official List for the five business
days immediately preceding the day on which such share is
contracted to be purchased; and

this authority shall expire on the conclusion of the Annual General
Meeting of the Company held in 2009 or, if earlier, 30 June 2009
{except in relation to the purchase of shares the contract for which
was concluded before the expiry of such authority and which may
be executed wholly or partly after such expiry) unless such
authority is renewed prior to such time.

RESOLUTION 18 - Amendments to the Articles of Association
THAT:
I

(a)

o))

with effect from the end of this Annual General Meeting or any
adjournment thereof, the Articles of Association of the Company
be and are hereby amended so that they shall be in the form of
the amended articles of association produced to the meeting,
marked "A" and initialled by the Chairman of the meeting for the
purposes of identification; and

with effect from 00:01 on 1 October 2008 or any later date on
which Section 175 of the Companies Act 2006 comes into effect:

{i}y for the purposes of Section 175 of the Companies Act 2006,
the Directors be given power in the Articles of Association of
the Company to authorise certain conflicts of interest as
described in that section; and

{ii) the Articles of Association of the Company then in force be
and are hereby amended by the deletion of Articles 96 and 97
in their entirety, by the insertion in their place of new Articles
96, 97, 98, 99 and 100 and by the making of all consequential
numbering amendments therefor required, as detailed in the
amended articles of association produced to the meeting,
marked ‘B’ and initialled by the Chairman for the purposes
of identification.

By Order of the Board

David Parkes
Company Secretary

>8 March 2008

iS Carlton Gardens
_ondon SW1Y S5AD

Notes
1. Shareholders are entitled to appoint a proxy to exercise all or any

of their rights to attend and to speak and vote on their behalf at
the meeting. A proxy need not be a member of the Company.

. A proxy form which may he used to make such appointment and

give proxy instructions has been sent to all shareholders (except
those who have elected to receive notice via email who should
refer to paragraph 7 below). If a shareholder wishes to appoint
someone other than the Chairman of the meeting to act as the
shareholder’s proxy, the shareholder should delete the reference
to the Chairman in the proxy form, and insert in block letters the
name of the perscon that the shareholder wishes to appoint in the
space provided, and initial the alteration.

Shareholders who have received a proxy card may appoint

a proxy or proxies electronically via the Company’s website at
www.baesystems.com/reporting/ using the Voting ID, Task ID and
Shareholder Reference Number on the proxy card. Electronic proxy
appointments must be received not later than 11.00am UK time
on 5 May 2008.

. A shareholder may appoint more than one proxy in relation to the

Annual General Meeting provided that each proxy is appointed to
exercise the rights attached to a different share or shares held by
that shareholder. If in such case a shareholder wishes to appoint
more than one proxy, the shareholder should photocopy the proxy
form and indicate in the box, next to the proxy holder's name, the
number of shares in relation to which the shareholder authorises
them to act as the shareholder's proxy. The shareholder should
indicate by marking the relevant box on the proxy card if more
than one proxy is being appointed.

. In the case of joint holders the signature of any one of them wiil

suffice. The vote of the senior party tendering a vote (whether in
person or by proxy) shall be accepted to the exclusion of the votes
of the other joint holders and, for this purpose, seniority shall be
determined by the order in which the names stand in the register
in respect of the joint holding.

. To be valid any proxy form or other instrument appointing a proxy

must be completed, signed and returned so as to be received by
post or (during normal business hours only) by hand at the office
of the Company’s Registrar, Equiniti, Aspect House, Spencer Road,
Lancing, West Sussex BN99 6DX not later than 11.00am UK time
on 5 May 2008, being not less than 48 hours before the time for
which the meeting is convened.

. The return of a completed proxy form, other such instrument or any

CREST Proxy instruction (as described in paragraph 12 below) will
not prevent a shareholder attending the Annual General Meeting
and voting in person if he/she wishes to do so.

. Shareholders who have elected to receive notice via email,

and who have therefore not received a proxy card, may appoaint

a proxy or proxies electronically via the Company’s website at
www.baesystems.com/reporting/ using their usual Shareview
portfolio identification particulars. Electronic proxy appointments
must be received not later than 11.00am UK time on 5 May 2008.

. Any person to whom this notice is sent who is a person

nominated under section 146 of the Companies Act 2006 to
enjoy information rights {a “Nominated Person”) may, under an
agreement between him/her and the shareholder by whom he/she
was nominated, have a right to be appointed {or to have someone
else appointed) as a proxy for the Annual General Meeting. If a
Nominated Person has no such proxy appointment right or does
not wish to exercise it, he/she may, under any such agreement,

BAE Systems Notice of Meeting 2008 3



have a right to give instructions to the shareholder as to the
exercise of voting rights.

responsibility of the CREST member concerned to take (or, if
the CREST member is a CREST personal member, or sponsored |
member, or has appointed a voting service provider, 1o procure

9. The statement of the rights of shareholders in refation to the . B ! .
appointment of proxies in paragraphs 1 to 7 above does not apply that his QREST sponsor of voting service provider(s) take(s)) .
. . . . such action as shall be necessary to ensure that a message is
to Nominated Persons. The rights described in these paragraphs . - .
can only be exercised by shareholders of the Compan transmitted by means of the CREST system by any particular time. |
y y pany. in this connection, CREST members and, where applicable, their
10.To be entitled to attend and vote at the Annual General Meeting CREST sponsors or voting system providers are referred, in
(and for the purpose of the determination by the Company of the particular, to those sections of the CREST manua! concerning
votes they may cast), shareholders must be registered in the practical limitations of the CREST system and timings. !
Reg}ster of Members of tr\e Company at 6pm on 5 May 2.003 15.The Company may treat as invalid a CREST Proxy Instruction in the
{or, in the event of any adjournment, 6pm on the date which is . . R . I
" . circumstances set out in Regulation 35(5)(a) of the Uncertificated
two days before the date of the adjourned meeting). Changes Securities Regulations 2001
to the Register of Members after the relevant deadline shall be ’
disregarded in determining the rights of any person to attend and 16. In order to facilitate voting by corporate representatives at the
vote at the meeting. meeting, arrangements will be put in place at the meeting so that
11.As at 11 March 2008 (being the last practicable business day (0 ‘fa.' corpo'rate shareholder has appomte_d t_he C“""'Tma“ of the
X o " i . meeting as its corporate representative with instructions to vote
prior to the publication of this Notice) the Company’s issued . . A
i ) . : on a poll in accordance with the directions of all the other
ordinary share capital consisted of 3,575,324,741 ordinary . .
. k corporate representatives for that shareholder at the meeting,
shares and one special share. Holders of ordinary shares are . L -
) . then on a poll those corporate representatives will give voting
entitled to attend and vote at general meetings of the Company. R . . . .
. - . directions to the Chairman and the Chairman will vote {or withhold
The holder of the special share is entitled to attend general L .

. : ’ a vote) as corporate representative in accordance with those
meetings of the Company, but is not entitled to vote. The R s !
consent of the holder of the special share Is required in certain directions; and (i) if more than one corporate representative for
. ) p R d . ) the same corporate shareholder attends the meeting but the
limited circumstances, as set out in the Company's Articles . h

L . corporate shareholder has not appointed the Chairman of the
of Association. On a vote by show of hands every ordinary . . . .
R meeting as its corporate representative, a designated corporate
shareholder who is present has one vote and every proxy present . X ;
- d representative will be nominated, from these corporate
who has been duly appointed by a shareholder entitled to vote . .

) representatives who attend, who will vote on a poll and the |
has one vote. On a vote by poll, every ordinary shareholder who " L . N !
. s R other corporate representatives will give voting directions to that |
is present in person or by proxy has one vote for every ordinary - .
share of which he is the holder designated corporate representative. Corporate shareholders are .

’ referred to the guidance issued by the Institute of Chartered
12. CREST members who wish to appoint a proxy or proxies through Secretaries and Administrators on proxies and corporate
the CREST electronic proxy appointment service may do 50 by representatives (www.icsa.org.uk} for further details of this
using the procedures described in the CREST Manual. CREST procedure, The guidance includes a sample form of appointment
Personal Members or other CREST sponsored members, and letter if the Chairman is being appointed as described in (i) above. |
those CREST memp ers who have appomte‘d a ser\.flce prowder(s), 17. Shareholders should note that on a request made by shareholders
should refer to their CREST sponsor or voting service provider(s), ; .
who will be able to take the appropriate action on their behalf of the Compary under section 527 of the Companies Act 2006,
pprop ’ the Company may be required to publish on a website a statement
13. In order for a proxy appointment or instruction made using the setting out any matter relating to (i) the audit of the Company’s
CREST service to be valid, the appropriate CREST message {(a accounts (including the auditor's report and the conduct of the
“CREST proxy instruction™) must be properly authenticated in audit) which are to be laid before the Annual General Meeting for
accordance with Euroclear’s specifications, and must contain the financial year beginning on 1 January 2009; or (ii) any
the information required for such instruction, as described in the circumstance connected with an auditor of the Company appointed
CREST Manual. The message, regardless of whether it constitutes for the financial year beginning on 1 January 2009 ceasing to hold
the appointment of a proxy or is an amendment to the instruction office since the previous meeting at which annual accounts and
given to a previously appointed proxy must, in order to be valid, be reports were laid in accordance with section 437 of the
transmitted so as to be received by the issuer's agent (ID 7TRAO1) Companies Act 2006. The Company may not require the
no {ater than 11.00am on 5 May 2008, being not less than 48 shareholders requesting any such website publication to pay its
hours before the time for which the meeting is convened. For this expenses in complying with section 527 or 528 of the Companies
purpose, the time of receipt will be taken to be the time (as Act 2006. Where the Company is required to place a statement on
determined by the timestamp applied to the message by the a website under section 527 of the Companlies Act 20086, it must
CREST Application Host) from which the issuer’s agent is able forward the statement to the Company’s auditor not later than the
to retrieve the message by enquiry to CREST in the manner time when it makes the statement available on the website. The
prescribed by CREST. After this time any change of instructions business which may be dealt with at the Annual General Meeting
to proxies appointed through CREST should be communicated includes any statement that the Company has been required under
to the appointee through other means. section 527 of the Companies Act 2006 to publish on a website.
14.CREST members and, where applicable, their CREST sponsors,
or voting service providers should note that Euroclear does not
make available special procedures in CREST for any particular
message. Normal system timings and limitations will, therefore,
apply in relation to the input of CREST Proxy Instructions. It is the
4 www,.baesystems.com
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1.1 Resolution 2 - Approval of the Directors' Remuneration Report
The Directors’ Remuneration Report is required to be laid before the
shareholders in general meeting and voted on. The report can be
found on pages 64 to 83 of the Company’s Annual Report 2007.

1.2 Resolutions 4, 5 and & - Directors Standing For Re-election

The Company's Articles of Association require that once every three
years Directors seek re-election to the Board at an Annual General
Meeting. The Chairman has confirmed that Sir Peter Mason and
Mike Turner, who are seeking re-election, continue to be effective
members of the Board and demonstrate their commitment to their
responsibilities. This is supported by the performance evaluation
that the Board undertook recently.

The Chairman himself is also seeking re-election to the Board under
the same provisions in the Articles of Association. On the basis of
the feedback received through the Board's performance evaluation
nrocess, Sir Peter Mason, in his capacity as Senior Independent
Director, confirms that Dick Qlver continues to be an effective
Chairman and demonstrates commitment to his role as Chairman.

The biographies of those Directors retiring at the Annual General
Meeting who wish to seek re-election are as follows:

Sir Peter Mason - Non-executive director

Sir Peter Mason, 61, was appointed to the Board in 2003 and is the
non-executive Chairman of Thames Water and a non-executive director
of Acergy S.A. Sir Peter was previously Chief Executive of AMEC plc.
Prior to joining AMEC in 1996, he held a number of appointments in
the engineering and construction industry before he joined Norwest
Holst in 1980 and was appointed Chief Executive of Norwest Holst
PLC in 1985. He was subsequently appointed an executive director

>f BICC ple tn 1992 and then Chairman and Chief Executive of Balfour
Beatty Limited.

5ir Peter is the Senior Independent Director on the BAE Systems
Board and is a member of the Audit and Nominations committees.

Michael Turner CBE - Chief Executive

Mike Turner, 59, joined the Company in 1966 and has heid a number
¥f commercial, marketing and general management positions. In 1992
1e became Chairman and Managing Director of the Regional Aircraft
Jusiness and two years later became responsible for all the
Jompany’s commercial alrcraft activities. In the same year he joined
he Board of British Aerospace plc. On completion of the BAe/MES
nerger in 1999 he was appointed Chief Operating Officer with
‘esponsibility for a number of businesses including the commercial
aircraft, marine, joint-ventures and North American businesses. He
vas appointed Chief Executive in 2002 and will be retiring from the
Board at the end of August 2008 after a career in the Company
spanning 42 years. He is a member of the Non-Executive Directors’
~ees Committee.

Mr Turner is a non-executive director of Lazard Limited and a former
1on-executive director of Babcock International Group Pic and The
*eninsular and Oriental Steam Navigation Company (P&0).

Richard Olver FREng - Chairman

Jick Olver, 61, joined the Board as a non-executive director in

2004 and was appointed as Chairman later that year. A civil
2ngineer, he joined BP in 1973 where he held a variety of senior
yositions culminating in his appointment to the Board of BP p.l.c.

35 CEO of Exploration and Production in 1998. He was subsequently
ippointed Deputy Chief Executive of BP in 2003, stepping down
rom that position when he became Chairman of BAE Systems.

1e chairs the Nominations Committee and the Non-Executive
Jirectors’ Fees Committee.

Mr Olver is a non-executive director of Reuters Group plc, a Fellow of
the Royal Academy of Engineering and a member of the Royal Academy
Counci! and the Trilateral Commission.

Peter Weinberg is retiring, pursuant to Article 85 of the Company's
Articles of Association, at the conclusion of the 2008 Annual General
Meeting and is not seeking re-election.

1.3 Resolutions 7 and 8 - Election of Directors

Under the Combined Code on Corporate Governance the Board is
required to set out the reasons for the election of non-executive
directors, Andy Inglis was appointed to the Board in a non-executive
capacity in June 2007. The Board believes that, as an engineer with
substantial international projects experience, Mr Inglis brings valuable
skills and experience to the Board that will be of considerable
assistance as the Company continues to develop its business globally,
In February 2008 the Company announced that Ravi Uppal would be
appointed to the Board in a non-executive capacity with effect from 2
April 2008. The Board believes that Mr Uppal's wide experience of
managing engineering and technelogy businesses in Europe, the
Middle East and South Asia will further broaden the Board's range of
international business experience and knowledge and be of
considerable benefit to the Company.

The Board recommends that shareholders vote in favour of Mr Inglis’
and Mr Uppal's election to the Board. Their biographical details are
as foliows:

Andrew Inglis

Andy inglis, 48, is a director of BP p.l.c., a member of the BP
executive management team, and chief executive of BP's Exploration
& Production business. He began his career with BP as a mechanical
engineer working on North Sea oil projects, subsequently holding

a series of commercial roles in exploration, culminating in his
appeintment as chief executive of Exploration and Production. As well
as being responsible for BP's worldwide exploration and production
activities, he holds regional responsibility for Russia, the Caspian, the
Middle East, North and West Africa, Canada, the Caribbean and South
America, Indonesia and Vietnam.

He is a Chartered Mechanical Engineer, a Fellow of the Royal Academy
of Engineering, and a Fellow of the Institute of Mechanical Engineers,

Mr Inglis is a member of the Corporate Responsibility Committee of
which he wiil become Chairman in May 2008.

Ravi Uppal

Ravi Uppal, 55, is President, Global Markets, for the power and
automation group ABB Limited, where he is also a member of the
Group Executive Committee. Based in Zurich, he is responsible for
ABB's marketing and business development on a worldwide basis.
During his career with ABB he has also worked in Sweden, Germany
and the Middle East, and among various roles has served as Country
Manager, India, and Region Manager, South Asia. Between 1996 and
2001 he was Managing Director of Volvo India, establishing that
corporation’s business in India.

Mr Uppal is a Bachelor of Technology and also holds a management
degree from the Indian Institute of Management, Ahmedabad.

1.4 Resolution 11 - Authority to incur political expenditure

The relevant provisions of the Companies Act 1985 relating to political
donations have been replaced by similar provisions in Part 14 of the
Companies Act 2006 with effect from 1 October 2007.
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It remains the Company’s policy not to make political donations or
incur political expenditure as those expressions are normally
understood. However, the definition of “political donation” continues
to be wide under the new Act and therefore there remains a risk that
the Company could inadvertently incur expenditure which falls within
the ambit of the new Act,

In order to avoid this risk the Directors are seeking shareholders’
authority for the Company and its subsidiaries to make political
donations and to incur political expenditure during the period from
the date of the Annual General Meeting to the conclusion of next
year's Annual General Meeting or 30 June 2009, whichever is earlier,
up to a maximum aggregate amount of £100,000.

1.5 Resolutions 12 and 13 - Amendments of Employee Share Plans
In 2007 the Remuneration Committee undertook a review of the
remuneration arrangements for Executive Directors {see pages 66 to
69 of the Annual Report 2007). As a consequence, approval is being
sought to make amendments to the Company's Share Matching Plan
and Performance Share Plan in order to implement certain of the
changes to the remuneration policy agreed following the review.

Share Matching Plan

it is proposed to amend the Share Matching Plan rules so that the
maximum match is increased from 1:1 to 2:1. In 2009 the increased
match wiil be aligned to a more stretching earnings per share {(“EPS"}
performance condition. This will apply for the first time next year in
respect of the 2008 annual bonus invested in the Share Matching
Plan in 2009.

Performance Share Plan

It is proposed to amend the Performance Share Plan to increase
the maximum award level from two times to four times base salary.
It is also preposed to split the award so that half an award will vest
by reference to a total shareholder return (“TSR") and associated
sustained underlying performance condition and the other half of
the award will vest by reference to appropriately stretching internal
measures. For 2008 this will be based on the Company's nominal
annual EPS growth, such that there will be no vesting at EPS growth
of 5% per annum, 100% vesting at 11% EPS growth per annum, with
vesting on a straight line basis between these two points.

The Remuneration Committee wishes to adopt the agreed policy
regarding long-term Incentive plans with effect from this year and

in line with its normal practice regarding the timing of such awards.
Consequently, awards are being made in line with the Company’s
normal timetable for such awards in March 2008 to certain Executive
Directors under the rules of the Performance Share Plan, but only
over half the relevant number of shares and subject to a performance
condition based solely on TSR and associated sustained underlying
performance. It is proposed that, subject to Resolution 13 being
passed at the AGM, an additional award over the remaining half of
the shares shall be made to such Executive Directors shortly after
the meeting and that such award be subject solely to the EPS
performance condition detaited above. It is proposed that the rules
of the Performance Share Plan be amended so that both awards have
a common vesting date, based on the date of the initial award.

The full text of the rules of Share Matching Plan and the Performance
Share Plan as amended will be available for inspection.

1.6 Resolution 14 - Ingrease of Authorised Share Capital

It is proposed to increase the authorised share capital of the Company
by the creation of 350,000,000 ordinary shares of 2.5p each,
{representing approximately a 7.9% increase in the authorised ordinary
share capital). This will result in the capital of the Company increasing
from £180,000,001 divided into 4,450,000,000 ordinary shares of

2.5p each, 275,000,000 7.75p (net) Cumulative Redeemable
Preference Shares of 25p each, and one special share of £1 to
£188,750,001. This increase is being proposed to provide the
Company with sufficient headroom to issue shares up to the full
amount allowed by the usual shareholder authorities for the issuing
of new shares as set out in paragraph 1.7 below.

1.7 Resolutions 15 and 16 - Authority to Issue shares

The Directors wish to renew the Company's authority to allot unissued
shares in the share capital of the Company. Although the Directors
have no present intention of exercising this authority, it is considered
prudent to maintain the flexibility that this authority provides. This
resolution authorises Directors to allot relevant securities up to an
aggregate nominal value of £29,275,236 (the amount shown as the
Section 80 Amount in Resolution 15) for the period ending on 30 June
2009 or, if earlier, on the day before the Annual General Meeting in
2009. This amounts to 33.33% of the issued ordinary share capital
of the Company (excluding treasury shares) as at 11 March 2008,

As at 11 March 2008 the Company held 61,945,000 ordinary

shares in treasury and this amounts to approximately 1.76%. of

the total ordinary share capital in issue {excluding treasury shares)
as at that date.

it is also proposed to renew, for the period ending on 30 June 2009
or, if earlier, on the day before the Annual General Meeting in 2009,
the authority of the directors to allot for cash equity securities without |
first being required to offer such securities to existing shareholders
{other than in connection with a rights issue). The authority relates

to up to £4,391,724 of nominal capital {the amount shown as the
Section 89 authority in Resolution 16, being approximately 4.91% of
the issued ordinary share capital of the Company (including treasury
shares) as at 11 March 2008. This authority will also apply to the sale
of any shares held in treasury by the Company.

1.8 Resoclution 17 - Purchase of shares |
The Directors are committed to managing the Company's capital :
effectively and consider that the purchase by the Company of its I
ordinary shares may in certain circumstances be advantageous to
shareholders. They believe that, in common with many other listed
companies, the Company should obtain from shareholders a general
authority to make market purchases on the London Stock Exchange. |
The authority is on the basis that, in accordance with the UK Listing
Authority's requirements, the maxirmum price for ordinary shares X
purchased in the market shall not exceed an amount equal to 105%
of the average of the middle market quotations taken from the London’
Stock Exchange Daily Official List for the five business days before the'
announcement is made. The minimum price per ordinary share shall '
not be less than 2.5p, being the par value of an ordinary share. The '
number of ordinary shares which may be acquired pursuant to the
authority is up to an aggregate of 351,337,974 ordinary shares, this
being approximately 10% of the issued ordinary share capital of the
Company excluding treasury shares as at 11 March 2008. As at 10
March 2008 there were 39,970,328 options to subscribe for ordinary
shares outstanding, representing 1.14% of the Company's issued
share capital (excluding treasury shares) at that date. If the authority
was exercised in full, the options would represent 1.26% of the
Company's issued ordinary share capital {(excluding treasury shares). .

This authority will iast until the earlier of the conclusion of the :
Company’s Annual Generat Meeting in 2009 or 30 June 2008.

The Company will only purchase ordinary shares if the Directors
believe that it is in shareholders’ best interests and will increase
earnings per share. Although the Directors have no plans to exercise
the authority at present, this position will be kept under review. The
Directors currently intend that if any shares are bought back under this
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uthority they will be held in treasury, unless the limits on holding
shares in treasury would be surpassed, in which case shares bought
yack will be cancelled. No shares have been purchased since the
wuthority was last renewed at the 2007 AGM.

1.9 Resolution 18 - Amendments of Articles of Association

Amendment of the Articles of Association with effect from the

end of this Annual General Meeting

Yart (&) of Resolution 18 is proposed primarily in order to take account
)f the changes in company law brought about by the Companies Act
2006 provisions that are in force as at the date of this Annual

seneral Meeting.

"he principal changes introduced by Resolution 18 Part (a} are
summarised in Part A of the explanatory notes opposite. A copy of
he Articles of Association of the Cempany marked to show all the
‘hanges being proposed in Reselution 18 Part (a) is available for
nspection as set out in Note 2 below.

Amendment of the Articles of Assoclation with effect from

1 October 2008

‘art (b) of Resolution 18 is proposed in order to take account of
:ertain provisions of the Companies Act 2006 relating to directors’
onflicts of interest, which are due to come into force on 1 October
?008. On the passing of Resolution 18 the changes will automatically
ye adopted on 1 October 2008 or any later date on which Section 175
f the Companies Act 2006 comes into effect.

'he changes introduced by Resolution 18 Part (b} are summarised in
‘art B of the explanatory notes on page 8 of this document. A copy
f the Articles of Association of the Company marked to show all the
hanges being proposed in Resolution 18 Part (b} is available for
nspection as set out in Note 2 below.

2. Documents for Inspection

'he Register of Directors’ Interests in the share capital of the
;ompany, copies of the Executive Directors’ service contracts, the
won-executive Directors’ letters of appointment, the Directors’
ndemnities, details of the Share Performance Award made to Mike
‘urner as announced by the Company on 16 QOctober 2007, a copy of
he Articles of Association of the Company, a copy of the Articles of
\ssociation of the Company marked to show the changes proposed
 Resolution 18 Part (a), a copy of the Articles of Association of the
:ompany marked to show the changes proposed by Resolution 18
fart (b), and the Rules of the Performance Share Plan and the Share
Aatching Plan showing the changes proposed by Resolutions 12 and
L3 will be available for inspection during normal business hours at the
:ompany’s registered office from the date of the Notice of Meeting to
he close of the meeting and at the place of the meeting from 15
ninutes prior to its commencement until its conclusion.

Vith the exception of the Register of Directors’ Interests, Directors'
iervice contracts, letters of appointment and indemnities, the
locuments referred to in the paragraph above will also be available
or inspection at the offices of Linklaters LLP at One Silk Street,
.ondon EC2Y 8HQ from the date of the Notice of Meeting to the
lose of the meeting.

3. Excluded tems

sertain items will not be permitted in the Annual General Meeting.
‘hese include bags, cameras, recording equipment, items of any
iature with potential to cause disorder and such other items as the
‘hairman of the Meeting may specify,

This section explains the proposed amendments to the Company’s
Articles of Association as referred to in Note 1.9 opposite.

Part A

General

Provisions in the current Articles of Association of the Company {the
“Current Articles”) which replicate or relate to issues covered by
provisions contained in the Companies Act 1985 or relate to issues
covered by provisions contained in the Companies Act 2006 are in the
main being amended to bring them inte line with the Companies Act
2006. Examples of such provisions include those relating to the form
of resolutions, registration of share transfers and the period of notice
required to convene general meetings. The main changes made to
reflect this approach are detailed below. Changes made to reflect this
approach, which are of a minor, technical or clarifying nature have not
been expressiy noted below,

In addition certain other changes are proposed which do not relate
to the Companies Act 2006 and these are also detailed below.

1. Definitions and clarifications

Certain definitions and terms used in the Current Articles are being
amended to align them with the definitions used in the Companies

Act 2006. In addition certain amendments are being proposed in order
to clarify the definition of UK Listing Authority, clarify that the Listing
Rules apply to any director’'s indemnity provided pursuant to the
Articles of Association and clarify that treasury shares held can be
transferred pursuant to employee share schemes.

2. Form of resolution

The Current Articles contain a provision that, where for any purpose an
ordinary resolution is required, a special or extraordinary resolution is
also effective and that, where an extraordinary resolution is required, a
special resolution is also effective. This provision is being amended as
the concept of extraordinary resolutions has not been retained under
the Companies Act 2006. The Current Articles also contain provisions
which require extraordinary resolutions for certain purposes and,
accordingly, these requirements are being amended so that special
resolutions are now required instead.

3. Share capital

The provisions of the Current Articles relating to the rights attaching to
the 7.75p (net) cumulative Redeemable Preference Shares are being
deleted due to such shares no longer being in issue.

4. Treasury shares

A provision of the Current Articles relating to treasury shares and the
purchases by the Company of its own Shares has been superseded by
Listing Rules 12.4.7 and 12.4.8, therefore the relevant provision has
been deleted from the Current Articles.

5. Registration of share transfers

The Current Articles state that following any refusal by the Directors to
register a transfer of shares, notice of such refusal must be given to
the applicant within two months. The Companies Act 2006 makes it
clear that such a notice must include the reasons for the refusal to
transfer the shares and that this notice should be given as soon as
possible {in any case within two months). The relevant provisions of
the Current Articles are being amended to reflect this change in law.

6. Convening extraordinary and annual general meetings

The provisions in the Current Articles dealing with the convening of
general meetings and the length of notice required to convene general
meetings are being amended to conform to new provisions in the
Companies Act 2008. In particular, a general meeting to consider

a special resolution can be convened on 14 days’ notice whereas
previously 21 days' notice was required.
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7. Chairman’s casting vote

The definition of an ordinary resolution in the Companies Act 2006

is new and refers to a resolution of the members being passed by

a simple majority. This would appear to exclude the possibility of the
Chairman of the Annual General Meeting being able to have a casting
vote in his capacity as such. Therefore the provision in the Current
Articles providing the Chairman of the Annual General Meeting with

a casting vote is being removed.

8. Votes of members

Under the Companies Act 2006 proxies are entitled to vote on a show
of hands whereas under the Current Articles proxies are only entitled
to vote on a poll. The time limits for the appointment or termination
of a proxy appointment have been altered by the Companies Act 2008
so that the articles cannot provide that they should be received more
than 48 hours before the meeting or in the case of a poll taken more
than 48 hours after the meeting, more than 24 hours before the time
for the taking of a poll, with weekends and bank holidays being
permitted to be excluded for this purpose. Multiple proxies may be
appointed provided that each proxy is appointed to exercise the rights
attached to a different share held by the shareholder. The Companies
Act 2006 also confirms that multiple corporate representatives may
he appointed. The Current Articles are being amended to reflect all of
these new provisions of the Companies Act 2006.

The Coempany is aware of concerns that have been raised about the
effect of Section 323(4) of the Companies Act 2006 which provides
that where a corporate shareholder appoints multiple corporate
representatives and they exercise their powers to vote at a general
meeting in different ways the power is treated as not exercised. The
Company intends to take account of best practice to allow, as far as
possible, multiple corporate representatives to attend general
meetings of the Company and ensure their votes are counted.

9. Notice of board meetings

Under the Current Articles, while a director is abroad he is not
entitled to receive notice of a board meeting. This provision has been
removed, as modern communications mean that there may be no
particular obstacle to giving notice to a director who is abroad. It has
been replaced with a more general provision that provides that notice
does not have to be given to a director where it cannot reasonably be
given or where a director has waived his right to such notice.

10. Borrowing Powers

In November 1999 in reiation to the acquisition of the MES
Businesses and again in May 2005 in relation to the acquisition

of United Defense Industries, Inc. the Company passed an ordinary
resolution which altered the berrowing limit set out in the Current
Articles. It is proposed that the text of the Current Articles now be
updated to reflect the effect of the ordinary resclutions passed.

11. Directors’ iIndemunities

The Companies Act 2006 has in some areas widened the scope of
the powers of a company to indemnify directors. In particular, a
company that is, and a company that has an associated company that
is, a trustee of an occupational pension scheme can now indemnify a
director of the company that is a trustee of an occupational pension
scheme against liability incurred In connection with the activities of
the company that is the trustee, where such activities relate to the
scheme. The amendments proposed to the Current Articles reflect
the new provisions of the Companies Act 2006.

Part B

Conflicts of interest

The Companies Act 2006 sets out directors’ general duties which
largely codify the existing law but with some changes. Under the
Companies Act 2008, from 1 October 2008 a director must avoid a
situation where he has, or can have, a direct or indirect interest that
conflicts, or may possibly conflict with the company’s interests. The
requirement is very broad and could apply, for example, if a director
hecomes a director of another company or a trustee of another
organisation. The Companies Act 2006 allows directors of public
companies to authorise conflicts and potential conflicts, where
appropriate, where the articles of association contain a provision
to this effect. The Companies Act 2006 also allows the articles of
association to contain other provisions for dealing with directors’
conflicts of interest to avoid a breach of duty. The amendments
proposed to take effect on 1 October 2008 give the Directors
authority to approve such situations and to include other provisions
to allow conflicts of interest to be dealt with in a similar way to the
current position.

There are safeguards which will apply when Directors decide whether
to authorise a conflict or potential conflict. First, only Directors who
have no interest in the matter being considered will be able to take
the relevant decision, and secondly, in taking the decision the
Directors must act in a way they consider, in good faith, will be most
likely to promote the Company’s success. The Directors will be able
to impose limits or conditions when giving authorisation if they think
this is appropriate.

Amendments are also proposed relating to confidential information,
attendance at board meetings and availability of board papers to
protect a Director being in breach of duty if a confiict of interest or
potential conflict of interest arises. These provisions will only apply
where the position giving rise to the potential conflict has previously
been authorised by the directors,

It is the Board’s intention to report annually on the Company’s
procedures for ensuring that the Board's powers to authorise conflicts
are operated effectively and that the procedures have been followed.

Recommendation

Your Directors consider that each of the proposatls detailed in the Notice of Meeting will be of benefit to and in the best Interests of the
Company and the shareholders as a whole. The Directors intend to vote in favour of all the Resolutions in respect of their own beneficial
holdings of ordinary shares in the Company and unanimously recommend other shareholders to do likewise.
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This notice advises you that you can read the full BAE Systems
Annual Report 2007 and Notice of Annual General Meeting online at:
www.baesystems.com/reporting/

It also provides a brief overview of our performance in 2007.

Dear Shareholder

I am writing to advise you that the Company’s Annual Report for 2007

has been published together with the Notice of Annual General Meeting.
These documents are available to be viewed on the Company’s Shareholder
Reporting website that you can access at:

www.baesystems.com/reporting/

You will see from the Annual Report that 2007 was another successful
year for BAE Systems, the Group having again delivered a strong financial
performance and achieved much in pursuit of its strategic objectives. This
performance is reflected in the dividend, with the Beard recommending an
increased final dividend of 7.8p per share making a total of 12.8p forthe
year, an increase of 13.3% over 2006. Subject to shareholder approval at
the Annual General Meeting (AGM), the 2007 final dividend will be paid on
2 June 2008 to shareholders registered on 18 April 2008.

This is the first year that the Company has taken advantage of new legal
provisions regarding shareholder communications. At last year's AGM
shareholders approved changes that have enabled us to make greater
use of electronic communications, with shareholder documents being
accesstble via our website. Over time, we believe that significant
environmental and financial savings will result from this.

On the back of this document you will find a guide to the Shareholder
Reporting website. The Annual Report 2007 is provided on this site ina new
easy to use format that we hope will help you access easily the information
you require from the report. You will alse find the Notice of Annual General
Meeting on the website. This year's meeting is to be held on 7 May at the
Queen Elizabeth l Conference Centre, London starting at £1.00am. If you
are unable to attend the meeting but wish to vote by proxy you can do so
also via the Shareholder Reporting website. Simply click on the shareholder
voting icon and use the numbers on the enclosed card to access the voting
system — even if you will be attending the meeting you can still vote by proxy
and, if you wish, change your vote during the meeting. Alternatively, you can
vote by proxy using the enclosed card.

The AGM is an important part of the Company’s governance that allows
shareholders to understand more about BAE Systems and ask questions
on the resolutions that are to be put to the meeting. If, ahead of the
meeting, you would like to ask a question in relation to the business

1o be discussed at the AGM, you can do so online on the Shareholder
Reporting website, We will provide written answers dealing with those
topics that feature most frequentty in your questions. These will be
published on the day of the AGM and be available to everyone attending
the meeting: they will also be posted on our website.

Over the page you will see the topevel financial figures in respect of
the Company's performance in 2007 and an overview of the different
businesses within the BAE Systems Group. This is just a brief summary
and is not a substitute for the full Report that can be accessed online.

Finally, | would like to highlight the importance | place on communications
with our shareholders and the central role the AGM plays in this. | want
attendance at our AGM to be an interesting and worthwhile experience,
allowing directors to report on their stewardship of the Company and to
answer shareholders’ questions on this. | hope as many shareholders
as possible are able to attend and participate in the meeting on 7 May.

Yours sincerely

Dick Olver Chairman
28 March 2008

It is recommended that you read the full BAE Systems Annual Report 2007. This notice is not a substitute for
the full report.

If you have sold or otherwise transferred all your shares in BAE Systems plc please forward this document

at once to the purchaser or transferee or to the stockbroker, bank or other agent through whom the sale or
transfer was effected for transmission to the purchaser or transferee. If you have sold or otherwise transferred
only part of your holding of shares, you should retain this document.

BAE SYSTEMS

REAL PERFORMANCE. REAL ADVANTAGE.




BAE Systems’ Group strategy is ‘to deliver sustainable growth in shareholder value by being
the premier global defence and aerospace company’

BAE Systems, with 97,500 employees* worldwide, delivers a full range of products and
| services for air, land and naval forces, as well as advanced electronics, information technology
solutions and customer support services.

Delivering global growth

Group Electronics, Intelligenc
& Support

Good financial performance Principal operations Electronics, intelligence & Support provides
Continued growth from US businesses a variety of communications, electronic

) " . . identification, navigation and guidance syst
Leadership position established in global land systems sector network-cantric warfare solutions and a bro

Underlying earnings® per share up 30% to 31.0p range of support solutions, including major
Dividend increased 13.3% to 12.8p per share for the year repair activities for the US Nawy.

.- S .
2007 results in brief Main operating locations ' Q\i‘\ﬂ E;E\:T}\
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Results from continuing operations e ™,

l = X
£15710m £1,477m | )‘
Sales® EBITA? i

|

| TN -

2006: £13,765m 2006; £1,207m ' ™~
31 0 26 0 Major markets US, UK, Global
Underlying earnings® Basic earnings Key points from 2007 — Continued leadership in the provision of
per share per share* electronic warfare systems
2006:23.8p 2006:19.9p — New markets developing for the HybriDrive

propulsion systems

.£1, 177 m £38_6bn - Stable demand for ship repair services

Operating profit Order book®

2006: £1,054m 20086: £31.7bn
Case study

Other results including discontinued operations

12.8p £2,162m

Dividend per share Cash inflow from
operating activities
2006: 11.3p 2006: £778m

Net cash as defined
by the Group Helmet development

BAE Systems has developed new helmet-mounted
display technology, the Q-Sight family of helmet
displays and tracking products, that addresses a crif
warfighter need for enhanced situational awarenesy

2006: £435m

£700m

including share of equity accounted imnvestments

earnings before amertisation and impatrment of intangible assets, finance costs and taxation expense

eamings excluding amortisation and impairment of intangible assets, noncash finance Movements on pensions and financial
derivatives, and uplift on acquired inventories

4 basic eamings per share in accordance with International Accounting Standard 33

5 including share of equity accounted investments' order books and aftar the elimination of intragroup arders of £1.4bn (2006 £1.0bn)
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d & Armaments

BEST AVAILABLE COPY

Programmes & Support

HQ & Other Businesses

HQ & Other Businesses comprises the
regional aircraft asset management and
support activities, head office and UK shared
services activity, including research centres
and property management.

International Businesses

& Armaments provides design,
opment, production, throughHife

prt and upgrade of armoured combat
les, tactical wheeled vehicles, naval
missile [aunchers, artillery systems
telligent munitions.

[ I - "
RS T \'_‘ )' > (Q{}ﬁ/
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7 <)_\:\ Wl Ct“’
FAE P

I
K, Sweden, South Africa, Global

volume of vehicle reset and
de activity

business returned to profitability
eeled armoured vehicle successes

hd progress in next-generation combat
icle programmes

T e e s
Y i 4 \1
s ol gy 4

ey armoured fighting vehicle

er contracts for the refurblshment and upgrade
» Bradley armoured fighting vehicle have been
red in the year.

Programmes & Support comprises the Group's
UK-hased air, naval and underwater systems
activities, the Integrated System Technologies
business and a 50% interest in the Gripen
International joint venture.

4 &
2
f AL
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vy »a
-
£

UK, Global

— RAF Typhoons now operational
- Full six ship Type 45 contract awarded
- Launch of first of class Astute submarine

- Orders received for second and third Astute
Class submarines

- Offshore Patrol Vessel arbitration settled

Type 45

The first of class Type 45 destroyer, HMS Daring,
successfully completed her stage one sea trials
on schedule in August 2007,

International Businesses comprises the
Group’s businesses in Saudi Arabia and
Australia, together with a 37.5% interest
in the pan-European MBDA joint venture
and a 20.5% interest in Saab of Sweden.

UK/Europe, Middle East, Australia

- Saudi Typhoon contract secured
—Investment in the Kingdom of Saudi Arabia

continues

—Down-setection for the provision of vehicles ‘
for the Australian Defence Force

- Proposed acquisition of Tenix Defence
announced in January 2008

Typhoon

Typhoon aircraft will be supplied to the Royal Saudi
Alr Force under contracts signed between the UK
government and the Kingdom of Saudi Arabia.

Iy staternent

‘ments other than statements of historical fact included inthis document, including, without limitation, those regarding the financial condition, results, operations and businesses of BAE Systems and its

«, plans and objectives and the markets and economies in which it operates, are forwardHooking siatements. Such forward-looking siatements which reflect management's assumptions made on the basis
nation avaitable to it at this time, imvotve known and unknown risks, uncertainties and other important factors which could cause the actual results, performance or achievements of BAE Systems or the

i and econornies in which BAE Systems operates to be materially different from future results, performance or achievements expressed or implied by such forwardHooking statements. Nothing in this

-nt shall be regarded as a profit forecast. BAE Systems pl¢ and its directors accept no liability to third parties in respect of this document save as would arise under English law.
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wiww. Daesystems.comy/ reporting /

You can now view the BAE Systems Annual Report 2007 on our website, along with further information about
our performance, information for the Annual General Meeting and our latest presentations.

Get more online
Canmtad Us  Prind Fage Emall thin page
[ o | . Search the Report for
| Owoview | roview ' P roview | G | Financisd " ik | Downicad raport

[ ANNUAL REPORT 2007

_Delivering_global_gra.wt

BAE Systems’ Group strategy is ‘ta deliver
sustainablie growth in sharaholder vatue by bolng
the premier global defsnce and serospace - -

company'. BAE Systems delivars a full rnngo of
products and services for air, tand and naval
forces, as well a3 advancad slectronics,
Information technology sohutiony and custornar
Support services.

Elsctronics, Intsiligence & Support Group
Land & Armaments Wy pokits
Programmas & Support ~ Good Srenciel

International Bus) — Landarsivp powtion eatabished In gichal e eysims secor
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E==F" . 2007 SHAREHOLDER REPORTING

Download our corporate
reporting literature
All BAE Systems corporate reports will

be available as downloadable pdfs e raperene
from this section of the website.

Wnkitrine 4 ek BAE Sritie 2907 xhusrihior rapirtifg civirn Sou atny
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key information

You can quickly and easily search
BAE Systems Annual Report 2007
far the information you would llke to
read. Simply type in the words you
would like to search for, and the
relevant pages will be listed for you
to choose.

Links to further
information

From the Shareholder Reporting
section of our webslte you can link
to other areas of interest, including
the Annual Report, financial
catendar and much more.

Download the latest
presentations

Keep up to date with our
presentations on performance
from our Results Centre.

Access the Notice of
Meeting and vote online

You will find the Notice of Meeting
for cur 2008 Annual General
Meeting available here. You

can atso vote electronically on

the resolutions to be put to

the meeting.

BAE Systems plc Registered in England and Wales No. 1470151
6 Carlton Gardens, London SW1Y 5AD



Please Detach Here

form below to appoint a proxy or proxies to exercise all or any of your rights
to attend, speak and vote on your behalf at the meeting. It must be signed
and sent to the Company's Registrar, Equiniti, who must receive it at least
48 hours before the start of the meeting. Notes on how to complete the
Form of Proxy are shown on the reverse of this card.

tf you are attending the Annual General Meeting

If you wish to attend the meeting, please bring this card with you to show
it as evidence of your right to be admitted to the meeting. You should keep
the card with you throughout the meeting so that you can use it to vote on
the resolutions. At the end of the meeting you should sign the card and
deposit it in one of the ballot boxes provided.

If you are attending the meeting and wish to submit a proxy card, simply
complete the card below in accordance with the details shown, If you do
this please bring this top section of the card with you to show as evidence
of your right to be admitted to the meeting. You will still be able to vote on
the resolutions at the meeting.

FORM OF PROXY/POLL CARD

+

Voting (D Task 1D

For use at the Annual General Meeting to be heid on 7 May 2008 at
11:00am at the Queen Elizabeth || Conference Centre, London SW1
I/We, the undersigned (see note 1 overleaf), being a member/members
of BAE Systems plc hereby appoint the Chairman of the Meeting or

{IN BLOCK LETTERS - see note 2 overleaf) as my/our proxy to exercise all
or any of my/our rights to attend, speak and vote in respect of my/our
voting entitlement on my/our behalf at the Annual General Meeting of the
Company to be held on 7 May 2008 and at any adjournment thereof.

[BAE SYSTEMS

Shareholder Reference Number

I/We request my/our proxy to vote in the manner indicated below (see
notes 3, 4 and 5).

Where my shares are held via SHAREport, the corporate nominee, this
voting instruction is directed to Equiniti Corporate Nominees Limited, the
SHAREport Nominee (see note 1 overleaf).

You may register the appointment of a proxy electronically by logging
onto www.sharevote.co.uk and using the numbers above or, if you are a
CREST member, by using the procedures described in the CREST Manual.

Vote Vote
Resofution For Against Withheld  Resolfution For Against Withheld
1 Reports and Accounts ] 1 - 11 Authority for political expenditure up to
2 Remuneration Report (| 3 3 specified limits for BAE Systems plc
. - po and its subsidiaries c - I
3 Final Dividend O 1l I .
. 12  BAE Systems Share Matching Plan c | O
4  Reelect Sir Peter Mason (. 1 1
i 13 BAE Systems Performance Share Plan ] (. 1
5  Reelect Richard Olver O d . _ ,
) 14 Increase authorised share capital - i E|
] Re-elect Michael Turner . ] — .
. 15  Authority to allot new shares ] - 4
7 Elect Andrew Inglis (. c O . . o
. 16 Disapplication of preemption rights* [ - -
8  Elect Ravi Uppal O - =
) ' 17  Purchase own shares* - 1 -
9  Reappointment of auditors - 3 (I 18 Amend Articles of Association® O 0O =
men icles of Association
10  Remuneration of auditors 3 1 O
* Special Resolution
Signature Date
2008
Please indicate here [ with an *X" if more than one proxy is being
appointed (See note 3 overleaf)}
0140-052-58
+




raterences on tnis card 1o oM Of Froxy” shouid De read as —+orm o Lirection.

. If you wish to appoint somecne other than the Chalman of the Meeting as your proxy.

you may delete the reference to the Chairman, and insert in block letters the name
of the person you wish to appoint in the space provided and initial the alteration,

A proxy need not be a member of the Company. If the proxy is being appointed in
relation to less than your full voting entitlement, please enter in the box next to the
proxy-holder’s name the number of shares in relation to which they are authorised to
act as your proxy. If left blank your proxy will be deemed to be authorised in respect of
your full voting entitiement.

. You may appoint more than one proxy provided each proxy is appointed to exercise

rights attached to different shares. To do so you should photocopy the proxy form and
indicate in the box next to the proxy-hoider's name the number of shares in relation to
which they are authorised to act as your proxy, Please also indicate by ticking the box
provided if more than one proxy is being appointed. All forms must be signed.

. Please indicate how you wish your proxy to vote by placing an *X" in the appropriate

boxes. The person appointed proxy will exercise his/her discretion as to how he/she
votes or whether he/she abstains from voting on any particular resoiution, if (a) no
instruction is given in respect of that resolution, or (b} it is a proper amendment to

a resolution listed on the Form of Proxy. or (¢) It is a procedural resolution not listed
on the Form of Proxy.

. The 'Vote Withheld' option overleafis provided to enable you to abstain on any

particular resolution. However, it should be noted that a ‘Vote Withheld' [s not
avote in law and will not be counted in the calculation of the proportion of votes
‘For’ and ‘Against’ a resolution.

. If the appointor is a corporation, the Form of Proxy must be under its common seal or

under the hand of an officer or attomey duly authorised in writing. For further inforrmation
on voting by corporate representatives, please see the 2008 AGM Notice of Meeting.

thereot, must be Idged at the ofiice of the Lompany's Reglstrar, Equinily, ASpect
House, Spencer Road, Lancing, West Sussex BN99 60X no later than 11:00am
UK time on 5 May 2008,

9. Ifthe card is posted in the UK, 1OM or Channel Islands there is no postage to pay.

If you do not wish your voting instructions to be seen by anyone except the Company,
the Registrar and (where applicable) the Nominee, you should place it in an envelope
and post it to: Equiniti, FREEPOST (SEAS440), Aspect House, Spencer Road, Lancing,
West Sussex BN99 6DX.

19, If the card is posted from outside the UK, 108 or Channel Islands, please ptace it in an
envelope, address it to: Equiniti, Aspect House, Spencer Road, Lancing, West Sussex
BNOS 60X, United Kingdom, and affix the relevant postage so as to be received no
later than 11:00am UK time on 5 May 2008.

11.You may register proxy appointments electronically by logging onto www.sharevote,co.uk
and using the Voting ID, Task ID and Shareholder Reference Number given overleaf.
If you are a CREST member you may also register proxies electronically by using
the procedures described in the CREST Manual {Issuer’s agent ID: 7RA01).
Electronic proxy appointments will not be accepted unless received by 11.00am
UK time on 5 May 2008.

12.The Company, pursuant to Regulation 41 of the Uncertificated Securities Regulations
2001, specifles that only those Ordinary Shareholders registered in the register of
members of the Company as at 6.00 pm on 5 May 2008 shall be entitled to attend
or vote at the Annual General Meeting In respect of the number of shares registered
in their name at that time. Changes to entries on the share register after 6.00 pm
on 5 May 2008 shall be disregarded In determining the righis of any person to attend
and vote at the meeting,

Please Detach Here

BUSINESS REPLY SERVICE
Licence No. SEA9440

Equiniti

Aspect House
Spencer Road

LANCING

West Sussex

BN99 6DX



Note: the above changes are shown in red (together with the updated riders at the
back of this document); the manuscript changes in black are those relating to
Part (a) of Resolution 18

No. 1470151

The Comp&nies Act 1948 io f983,
The Companies Act 1985 and 1989
and The Companies Act 2006
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The Companies Act 1948 to 1983,
The Companies Act 1985 and 1989
and The Companies Act 2006

COMPANY LIMITED BY SHARES

NEW

Articles nf Assnciatinn

(Adopted by Special Resolution passed on Ist May, 1996 and amended
by Special Resolutions passed on 29th April, 1998, 4th May.2000,

3rd May,2002, Sth May2004, 4th May,2005 b»‘gth May 00

of

BAE SYSTEMS plc

PRELIMINARY

1. The regulations in Table A in The Companies (Tables A to F) Tabie a oot apty
Regulations 1985 (as amended) and in any Table A applicable to the Company
under any former enactment relating to companies shall not apply to the
Company.

2. In these presents (if not inconsistent with the subject or context and pefiisons
save as expressly provided herein) the words and expressions set out in the first
column below shall bear the meanings set opposite to them respectively:—

Auditors The auditors from time to time of the Company.

Director A director of the Company.

Month Calendar month.

Office The registered office of the Company for the time
being.

Paid Paid or credited as paid.

1




These presents

Seal

Securities Seal

Special Share

The Statutes

The Statutory Reserve

The Stock Exchange

Substantive Resolutions

Transfer Office

These Articles of Association as from time to time

~ T altéred by Special Resolution.

The Common Seal of the Company.

The one Special Share.of £1 in the share capital of

the Company and the expression *“Special
Shareholder” shall mean the holder for the time
being of the Special Share.

The| Act]and every other P:J-ﬂ for the time bemg n
force concerning companies and affecting the
Company (including the Companies Act 2006).

The statutory reserve of the Company, as defined
in Section 4(1) of the British Aerospace Act 1980,
(if any) for the time being.

London Stock Exchange plc.

All resolutions (other than resolutions of a
procedural nature).

The place where the Register of Members is
situate for the time being.

The UK Listing Authority The Financial Services Authority in its capacity as_\Part V] of

The United Kingdom

In writing

Year

competent authorityTunderLtheiFihancial Services

and Markets Act 2000,

(Except for the purposes of Article 43) Great
Britain and Northern Ireland.

Written or produced by any substitute for writing
(including anything in electronic form) or partly
one and partly another.

" Calendar year.

The expression “address” shall include any number or address used for
the purposes of sending or receiving notices, documents or information by
electronic means and/or by means of a website.

The expression “business day” means a day (not being a Saturday or
Sunday) on which clearing banks are open for business in London.

All such of the provisions of these presents as are applicable to shares
shall apply to stock, and the words “share” and “shareholder” shall be

construed accordingly.

Soc
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The expression “Companies Acts” shall have the meaning given thereto
by Section 2 of the Companies Act 2006 but shall only extend to provisions
which are in force at the relevant date.

The expression “Company Communications Provisions” shall have the
same meaning as in the Companies Acts.

The expressions “hard copy form”, “electronic form” and “electronic
means” shall have the same respective meanings as in the Company
Communications Provisions.

The expressions “debenture” and “debenture holder” shall respectively
include “debenture stock™ and “debenture stockholder”.

The expression “entitled by transmission” means, in relation to a share,
entitled as a consequence of the death or bankruptcy of a member or of another
event giving rise to a transmission of entitlement by operation of law.

v

The expression “holder” means, in relation to a share, the member whose
name is.entered in the register as the holder of that share.

The expressions “recognised clearing house” and “recognised
investment exchange” mean any clearing house or investment exchange (as
the case may be) granted recognition under the Financial Services and Markets
Act 2000.

The expression “register” means the register of members

The expression “Secretary”™ shall include any person appointed by the
Directors to perform any of the duties of the Secretary including, but not
limited to, a joint, assistant or deputy Secretary.

The expression “subsidiary undertaking” shall have the same meaning as
n the Ac@

Except where the context otherwise requires, any reference to issued
shares of any class (whether of the Company or of any other company) shall not
include any shares of that class held as treasury shares.

In these presents any reference to any statutory provision or enactment
shall include any statutory modification or re-enactment thereof for the time
being in force (whether coming into force before or after the adoption of these
presents or the incorporation of the Company).

Words denoting the singular shall include the plural and vice versa.
Words denoting the masculine shall include the feminine. Words' denoting
persons shall include bodies corporate and unincorporated associations.

A Specxalbr—Eﬁraordmary-R-csvfnﬁml shall be effective for any purpose

for which an Ordinary Resolution is expressed to be required jand-a—Speetat:

3




Share capitat

Subject as aforesaid any words or expressions defined in thejActjshall (if
not inconsistent with the subject or context) bear the same meanings in these
presents.

Hcadings in these presents do not affect the interpretation of these
presents. : |

4. 450,000,000 SHARE CAPITAL :l?Q} 000,001)
3. Ko The share capital of|the Company is £+23;256:664}divided into

545,660,000 Ordinary Shares of Bfp each (“Ordinary Shares™), 275,000,000
7.75p (net) Cumulative Convertible Redeemable Preference Shares of 25p each
(“Convertible Preference Shares”) and one Special Share of £1.

Shares, and the limitations and restrictions to which they are subject, are/as
follows:— 2

1
(1) Out of the profits available for distribution and resolyéd to be
distributed, the holders g‘of the Convertible Prefergiice Shares
shall be entitled in prioifity to any payment of dj#idend to the
holders of any other class of shares to be pajd in respect of
each financial year or other accounting’ period of the
Company a fixed cumulative prefrential dividend
(“preferential dividend”) at the rate Af 7.75p per annum
(exclusive of any associated tay’ credit available to
shareholders), such dividend to b# paid half-yearly on lst
January and 1st July or;if any spCh date shall be a Saturday,
Sunday or public holiday in Ehgland, on the first business
day following such date (‘fqixed dividend dates™) in each
year in respect of the halffyears ending on those respective
dates, save that the firgl such payment in respect of each
“Share shall be made on a pro rata
, 1990 from the date on which the

fivertible Preference. Shares shall not be entitled to any
her right of participation in the profits of the Company.

4




(2) Subject to sub-paragraph (€
capital on winding-up or
redemption or purchase of s
the Convertible Preference
repayment of the capital p
priority to any payment to
shares to the repayment of a
paid up or credited as paid u
Shares held by them respecti
75p per share and all arrears
preferential dividend whethe

j@ziii) below, on a return of
{other than on conversion,
hares) otherwise, the holders of
Shares shall be entitled, after
d up on the Special Share, in
¢ holders of any other class of
um equal to the nominal capital
b on the Convertible Preference
vely together with a premium of
hnd accruals (if any) of the said
such dividend has been earned

or declared or not, caldulated up to the date of
commencement of the wihding-up (in the case of a
winding-up) or the return @f capital (in any other case).
The holders of the Convertilfle Preference Shares shall also
be entitled to share pari gassu with the holders of the
Ordinary Shares in any sufplus assets existing after the
payment in respect of each Ofdinary Share of the capital paid
up on such share and £10,00¢ but shall not be catitled to any
other right of participation infthe assets of the Company. The

provisions of this paragrap
other provisions of these

are without prejudice to the
presents as to conversion,

redemption and purchase of Bhares.

(3) (a) The holders of the Conv
by virtue of and in
Convertible Preference
receive notice of any G
and to attend, speak and Y
Company only:—

ertible Preference Shares shall,
tespect of their holdings of
Shares, have the right to
heral Meeting of the Company
ote at a General Meeting of the

(i) if and when, at thd Edafe of the notice convening

such meeting, the
shares is six month

if a resolution is to
or modifying any o
holders of the Con
the winding-up of ¢
shall only be entitl

(i)

referential dividend on such
Or MOore in arrears; or

e proposed abrogating, varying

the rights or pnivileges of the
rtible Preference Shares or for
Company, in which case they
to vote on such resolution.

Save as aforesaid, whethgr or not the conversion rights

set out in paragraph (j)
Convertible Preference

holders thereof the right
General Mecting of the

elow shall have expired, the
hares shail not confer on the
o attend, speak or vote at any
ompany but they shall entitle



(b) Whenever the holders o

) (a)

(b)

the holders to receive cfpies of notices of General
Meetings for information ¢nly.

the Convertible Preference
Shares are entitled to votg at a General Meeting of the
Company, upon any resplution proposed at such a
General Meeting, on a show of hands every holder
thereof who is present in pgrson or (being a corporation)
by a representative shall have one vote and on a poll
every holder thereof who i present in person or by proxy
or (being a corporation) by a representative shall, up to
and including the final Canversion Date, be entitled to
exercise the number of votes which he would have been
entitled to exercise if alj the Convertible Preference
Shares registered in his ngme had been converted into
Ordinary Shares at the Cogversion Date then applicable
and, after the final Convergion Date, shall have one vote
in respect of each filly4aid Convertible Preference
Share registered in the narI: of such holder.

Subject as hereinafier pgovided, and subject to the

provisions of Article 43,
Preference Shares shall be
manner set out below td
provided below) any of

each holder of Convertible
tntitled at the times and in the
convert all or (subject as
his Convertible Preference

Shares into fully-paid Ordinary Shares on the basis of
0.11976 Ordinary Shar¢s for every Convertible
Preference Share so convgrtéd (such rate as adjusted
from time to time as provifled in sub-paragraphs (4)(k),
(4X(1), (4)(m) or (4)(n) below being herein called “the

Conversion Rate™) provid
(as described in sub-parag
respect of part only of]
Preference Shares so that
conversion remain a numb
Shares in that holding sr
convert into one Ordinary
then applicable, all the Cor

that if a Conversion Notice
ph (4)(c) below) is given in
a holding of Convertible
there would following the
er of Convertible Preference
naller than that required to
Bhare at the Conversion Rate
vertible Preference Shares in

that holding shall be copverted notwithstanding the

figure inserted in the Convi

For the purposes of the

brsion Notice.

following provisions of this

Article 3(), a “Conversiog Date” shall be 31st May in

the Year 1992 and in each

of the following Years up to

and including the Year 200§ unless in any of such Years
the accounts of the Company for its last preceding

6



financial year shall not haj
holders of the Convertible
in such Years, in which
that Year shall be the dats

e been audited and sent to the
Preference Shares by 1st May
case the Conversion Date for
falling 28 days after the date

on which such accounts age so despatched provided that,

if any Conversion Date]

Saturday, Sunday or a da
England, such Conversion|
day following such day.

(c) The right to convert s
Conversion Date by

‘ would otherwise fall on a
) which is a public holiday in
;Date shall be the first business

}
i
?a]l be exercisable on any
completing the notice of

conversion (a “Conversio

declaration (a “Nationaliijif

1 Notice™) and the nationality
Declaration”) endorsed on

the share certificate r#lating to the Convertible

Preference Shares to be

declaration in such other

be prescribed by the Diréc
the Transfer Office at any
days ending on the Convd
hereinafier called a “Cony
such other evidence (f

onverted and/or a notice or

rm as may from time to time
ors and delivering the same to
time during the period of 28
rsion Date (such period being
rersion Period”) together with
any) as the Directors may

reasonably require to p
exercising such right to

referred to in the Nationa
Notice, once given, may
consent in writing of the
in each Year in whicha C
holders of the Convertibl
writing not less than fou
prior to each Conversion
right to convert and stati
Rate. Such notice may (s
which it must be given)
document containing the
in sub-paragraph (4)(b) ab,
the registrars of the Comp
Office and shall also, if
some form of Conve
Declaration  different fi
endorsed on the certifica
Preference Shares, be a

Conversion Notice or

prescribed.

sve the title of the person
onvert and as to the matters
ity Declaration. A Conversion
;Ot be withdrawn without the
ompany. The Company shall
fiversion Date falls give to the
y Preference Shares notice in
!'nor more than eight weeks’

ate reminding them of their
g the applicable Conversion
ject to the said period within
_bompany or form part of the
i)ropriate accounts referred to
ve and shall give the name of
ny and address of the Transfer
e Directors have prescribed
ion Notice or Nationality
om or additional to that
§ relating to the Convertible
bmpamed by a copy of the
Nationality Declaration so




(d) Conversion of such Convertjble Preference Shares as are

due to be converted as afore
(the “Relevant Shares™) sha

aid on any Conversion Date
| be effected in such manner

as the Directors shall (in acfordance with the following

provisions of this Article

3()) from time to time

determine or in such other thanner as may be authorised

by the Statutes.

(e) (i) The Directors may su

- (i)

ect as herein provided elect
to redeem at par the Relevant Shares (or any of
them) on any Conversjpn Date out of the profits of
the Company which would otherwise be available
for distribution to the hplders of any class of shares.
The Convertible Preffrence Shares shall confer
upon the holders tHereof the right and the
obligation (in the ejent that the Convertible
Preference Shares hfld by them respectively
become Relevant ares and the Directors
determine to redeem the same at par out of profits
as aforesaid) to subkcribe for the appropriate
number of Ordinary| Shares at the applicable
Conversion Rate at puch premium (if any) as
shall represent the amouint by which the redemption
moneys exceed thel nominal amount of the
Ordinary Shares to pwhich the holders are so
entitled. In any such ¢ase, the Conversion Notice
given by a holder of Relevant Shares shall be
deemed irrevocably t¢ authorise and instruct the
Directors to apply the fedemption moneys payable
to him in subscribing ffor such Ordinary Shares at
such premium (if any)]as aforesaid.

The Directors may suljject as herein provided elect
to redeem at par the [Relevant Shares (or any of
them) on any Conversfon Date out of the proceeds
of a fresh issue §f Ordinary Shares. The
Convertible Preferencg Shares shall confer upon
the holders thereof the] right and the obligation (in
the event that the Cqanvertible Preference Shares
held by them respectiviely become Relevant Shares
and the Directors detefmine to redeem the same at
par out of the proceedqof a fresh issue as aforesaid)
to subscribe, and thd holders shall be deemed
irrevocably to authorige and instruct the Secretary
of the Company (or anjy other person appointed for



(f)

@

(i)

ctors) to subscribe as agent
on the holder’s behalf] for the appropriate number
of Ordinary Shares (which authorty shall include
the night to borrow mdney for this purpose) at the
applicable Conversion| Rate at such premium (if
any) as shall represenf -the amount by which the
redemption moneys exceed the nominal amount of
the Ordinary Shares tp which the holders are so
entitled. In any such dase, the Conversion Notice
given by a holder of Relevant Shares shall be
deemed irrevocably t¢ authorise and instruct the
Directors to apply the' redemption moneys payable
to him in payment to his -said agent.

the purpose by the Di

The Directors may defermine to effect conversion
by means of consoli']]a_tion and sub-division. In
such case the requigte consolidation and sub-
division shall be effecjed pursuant to the authonty
given by the passing Jin General Meeting of the
Special Resolution |creating the Convertible
Preference Shares, by ponsolidating into one share
all the Relevant Sharps at any Conversion Date
held by any holder Jor joint holders and sub-
dividing such consolidhted share into shares of 50p
each (or such other jominal amount as may be
appropriate as a resul} of any consolidation, sub-
division, repayment orjreduction of capital or other
event changing such n¢dminal amount) of which one
share for each 208.7pp nominal amount of the
consolidated share (orsuch other number of shares
as may be appropriate ps a result of any adjustment
pursuant to the provisidns of sub-paragraphs (4)(k),
(4X1), (#)(m) or ()1 below) shall be Ordinary
Shares (and so in propprtion for any other nominal
amount of the conpolidated share) fractional
entitlements being disfegarded and the balance of
such shares (includingjany fractions) shall be Non-
voting Deferred Shareg having the rights set out in
sub-paragraphs (4)(f)(#) and (4)(f)(iii) below.

In the case of a convgrsion effected by means of
consolidation and sub{division as provided in sub-
paragraph (4)(f)(i) above, the Non-voting Deferred
Shares arising as a reshlt thereof shall:—




(x) on a return §f capital on winding-up or
otherwise, enfitle the holders thereof only
to the repayrgent of the amounts paid up
on such share after payment in respect of
each Ordinar}. Share of the capital paid up
on such shards.and £100,000;

) not entitle fhe holders thereof to the
payment of ahy dividend;

e holders thereof to receive
tend or vote at any General
e Company.

(z) not entitle
notice of or 3
Meeting of tl

Such conversion shdll be deemed to confer
irrevocable authority ¢n the Company at any time
thereafter to appoint Jany person to execute on
behalf of the holders f such Non-voting Deferred
Shares a transfer ther@of (and/or an agreement to
transfer the same) to guch person as the Company
may determine as chstodian thereof and/or to
purchase the same |(in accordance with the
provisions of the Act) in any such case for not
more than lp for all thefNon-voting Deferred Shares
without obtaining thef sanction of the holder or
holders thereof and pgnding such transfer and/or
purchase to retain thg¢ certificate for such Non-
voting Deferred Sharef.

(ili) The Company may atfits option at any time after
the creation of any Ifon-voting Deferred Shares
redeem all of the Non#voting Deferred Shares then
in issue at an aggregae price not exceeding lp for
all the Non-voting Ddferred Shares redeemed, at
any time upon giving the registered holders of such
shares not less than #8 days’ previous notice in
writing of its intentior] so to do, fixing a time and
place for the redemptipn.

(g) Any fractions of Ordinary $hares arising on conversion
shall be aggregated and soldJon behalf of such holders of
Relevant Shares at the best§price reasonably obtainable
and the net proceeds of salefshall be distributed pro rata
among such holders who jvould otherwise have been
entitled unless in respect offany holding of the Relevant
Shares the amount to be diftributed would be less than
£2 in which case such amouht shall not be so distributed

10




(h)

@

®

but shall be retained for thq benefit of the Company. For
the purpose of implementigg the provisions of this sub-
paragraph (4)(g) the Directprs may appoint some person
to execute transfers or renu%ciations on behalf of persons
otherwise entitled to any fuch fractions and generally
may make all arrangemdgnts which appear to them

necessary or appropriate fdr the settlement and disposal
of fractional entitlements.

The preferential dividend oh any Convertible Preference
Shares converted (whatever the manner of conversion)
shall cease to accrue with gffect from the fixed dividend
date last preceding the relpvant Conversion Date. The
Ordinary Shares arising o such conversion shall rank
pari passu in all respects with the Ordinary Shares then
in issue and shall entitle thg holder to all dividends and
(unless any adjustment sha]l have been made in respect
thereof under sub-paragraphs (4)(k), (4)(1), (4)(m) or
(4)(n) below) other distfibutions payable following
conversion on the Ordina}y Shares in respect of the
financial year of the Comppny in which the Conversion
Date falls, but not any dividends or distributions in
respect of any earlier finangial year.

Allotments of Ordinary Shpres arising from conversion
(whatever the manner of donversion) shall be effected
within 14 days of the Conversion Date. Within 28 days
after the Conversion Date,Jthe Company shali send to
each holder of the Relevarg Shares, by post at his own
risk, free of charge, a definitive certificate for the
appropriate number of fully-paid Ordinary Shares and a
new certificate for any unconverted Convertible
Preference Shares comprised in the certificates
surrendered by him toget§er, where relevant, with a
cheque in respect of any chsh entitlement ansing from
the sale of fractions. In the meantime transfers shall be
certified against the registe -

If immediately after any Cohversion Date 75 per cent. or
more of the Convertible Hreference Shares shall have
been converted, the Company shall be entitled (subject to
the Companies Act 1985) by not more than eight weeks’
nor less than four weeks’ ngtice in writing given not later
than one month after such Conversion Date (or any
subsequent Conversion Datg) to require all holders of the
Convertible Preference Shates to convert on the expiry of

11




(k)

M

(m)

such notice, but with effedt, from the Conversion Date
following which the said ngtice was given, the whole of
their holdings of such shargs into Ordinary Shares at the
Conversion Rate then applifable. Upon the expiry of the
said notice the holders of] the Convertible Preference
Shares shall be treated as Qaving exercised the right to

convert in respect thereof 3

conversion set out above s
if the date of the expi

d the provisions relating to
111 apply mutatis mutandis as
of such notice was the

Conversion Date and sijeh Convertible Preference
Shares were “Relevant Shgres” at the Conversion Date
following which the said n§tice was given.

If, following the issue off the Convertible Preference
Shares and before they cdase to be capable of being
converted into Ordinary PBhares, the Company shall
make any issue (subject asjprovided below) of Ordinary
Shares by way of capitalifation of profits or reserves
(including any share prgmium account and capital
redemption reserve) to holflers of Ordinary Shares, the
number of Ordinary Shdres to be issued on any
subsequent conversion @f Convertible Preference
Shares shall be increasedpro rata and if any doubt
shall arise as to the numberdthereof, the certificate of the
auditors for the time bding of the Company (the
“Auditors”) shall be conflusive and binding on all
concerned. No adjustments fhall be made in the event of
the issue of shares by way bf capitalisation of profits or
reserves at the option of a polder of Ordinary Shares in
lieu of cash dividends.

If, following the issue offthe Convertible Preference
Shares and before they cehse to be capable of being
converted into Ordinary Shares, the Ordinary Shares
shall be consolidated or fub-divided, the number of
Ordinary Shares to be fsued on any subsequent
conversion of Convertible JPreference Shares shall be
reduced or increased pro rafs and if any doubt shall arise
as to the number thereof, te certificate of the Auditors
shall be conclusive and binding.on all concerned.

If, following the issue of§the Convertible Preference
Shares and before they cepse to be capable of being
converted into Ordinary Shafes, the Company shall make
any capital distribution to thg holders of Ordinary Shares,
the mumber of Ordinary %ares to be issued on any

12



(m)

subsequent conversion of
Shares shall be increased b
appropriate by the Audito
conclusive and binding

purposes of this sub-
distribution” means any d
of capital profits (whethe
reserves, or profits or rese
passing in General Meeti
creating the Convertible
distribution of capital prof
or capital reserves by a sub
capitalisation issue not

(6)(a) (vi1) below or an
purchase of the Company]
redemption or purchase of
the Convertible Preference
the terms of issue thereof);
paragraph (4)(m), insofadq
accounts do not disting]
revenue profits or reserv
entitled to rely upon a writ]
as to the extent to which anj
should be regarded as ofa c
where the Company shall p
of the capital distribution pe

the Convertible Preference
an amount determined to be
, whose certificate shall be
n all concemed. For the
ragraph {(4)(m), “capital
idend or other distribution
‘realised or not) or capital
s arising after the date of the
of the Special Resolution
Preference Shares from a
ts (whether realised or not)
idiary, except by means of a
bontravening  sub-paragraph
y repayment of capital or
5 own shares (other than a
tedeemable shares, including
Shares, in accordance with
for the purposes of this sub-
as the relevant audited
hish between capital and
s, the Company shall be
en estimate by the Auditors
r part of any profit or reserve
pital nature, and in any case
chase its shares, the amount
Ordinary Share shall be that

amount which 1s the gross a

ount paid on such purchase

divided by the number of (Jrdinary Shares remaining in
issue following such purchake.

If, following the issue offthe Convertible Preference

Shares and before they c
converted into Ordinary S
holders of Ordinary Shar

se to be capable of being
es, an offer is made to the
(or all such shareholders

other than the offeror and/ofany associate of the offeror,
as defined in Section 430R of the Act) to acquire the
whole or any part of the issped ordinary share capital of

the Company or if any per:
regard to such acquisition

on proposes a scheme with
and the Company becomes

aware that the right to cast fhore than 50 per cent. of the

votes which may ordinarily
Meeting of the Company

the offeror and/or associa
shall give written notice tg

pe cast on a poll at a General
s or will become vested in
es aforesaid, the Company
all holders of Convertible

Preference Shares of such Jesting within 14 days of its
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becoming so aware and ehch holder shall be entitled
within the period of 42 day{ from the date of such notice
to convert some or all of] his Convertible Preference
Shares into fully paid Ordfnary Shares on the basis set
out above except that the Cbnversion Period shall be the
said period of 42 days and fhe Conversion Date shall be
the last day of such period](or in the event of such day
being a Saturday, Sundaylor a day which is a public
holiday in England, on thef first business day following
such date) and the Conpersion Rate shall be the
Conversion Rate calculat¢d in accordance with the
provisions of sub-paragragfh (4)(a) above (as adjusted
from time to time) multipled by the average premium
paid for a Convertible Prpference Share over the 12
months up to but excluding the last completed calendar
month prior to the date of tHe notice referred to above (or
if the Conversion Date afises before the Convertible
Preference Shares shall haye had a quoted price for 12
months, for all months up to but excluding the last
completed calendar month prior to the date of the notice
referred to above), the said Fremium being calculated for
each day for which The Sjock Exchange publishes the
Daily Official List falling]within such 12 months (or
less) as being equal to:—

A
BxC

where:—

() A is the average of tie highest and lowest quoted
prices of a Convertiblg Preference Share, as derived
from The Stock Exchgnge Daily Official List;

(i) B is the average of tie highest and lowest quoted
prices of an Ordinary] Share as derived from The
Stock Exchange Daily} Official List; and

(iii) C is the Conversion Hate, expressed as a fraction,
calculated in accordgnce with the provisions of
sub-paragraph (4)(a) gbove (as adjusted from time
to time).

Provided that if for any dayfthe premium as so calculated
shall be less than one, suclh day shall be disregarded in
calculating the average prefnium paid for a Convertible
Preference Share over the felevant 12 months (or less)
and further provided tiHpt no adjustment to the

14



) @

(b)

(©)

(d)

Conversion Rate shall i)e

made pursﬁant to this sub-

paragraph to the extent that, as a result thereof, the

aggregate nominal amount
which any Convertible H
converted will exceed the
of such Convertible Pref]
aforesaid, the provisions

pf the Ordinary Shares into
reference Shares may be
aggregate nominal amount
prence  Shares. Subject as
as to conversion in sub-

paragraph (4)(a) above shall apply mutatis mutandis to

such conversion.

At the expiration of the s

iid period of 42 days, any

outstanding Convertible Prefference Shares in respect of

which a duly completed co
been received as set out ab
of conversion pursuant to

ersion notice shall not have
¢ shall cease to be capable
e provisions of this sub-

paragraph (4)(n), but not otherwise.

Where a holder of Convertible Preference Shares has

given a Conversion Notice
in respect thereof, such C
may be redeemed at par at

moneys shall become paya

d a Nationality Declaration
vertible Preference Shares
the option of the Company

le on redemption but shall

and in the case of any suchjedemption, the redemption

(subject to the Act) be ap

exercise of the conversion 1

redeem at any time and fT:

ied for the purpose of the
ghts.

m time to time during the

The Company shall have thlright, subject to the Act, to

period commencing on st
January, 2010 the whole or
Preference Shares for th

ly, 2007 and ending on Ist
any part of the Convertible
time being issued and

outstandinig by giving to te holders of the particular
Convertible Preference Shafes to be redeemed not less

than 28 days’ prior notice
“Redemption Date”) whe
effective.

writing of the date (the
such redemption is to be

In the case of partial rederpption under sub-paragraph

(5)(b) above, the Company
ascertaining the particular
to be redeemed causc a
registered office of the Corn
Directors may decide in the
of the Auditors.

Any notice given under sub-

shall for the purpose of

Cdrwertible Preference Shares

awing to be made at the
pany or at such place as the
bresence of a representative

baragraph (5)(b) above shall

specify the particular Convgrtible Preference Shares to
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(e)

®

(g)

be redeemed, the applicabfe Redemption Date and the
place at which the certiffcates for such Convertible
Preference Shares are to be presented for redemption and
upon such Redemption Datp the Company shall redeem
the particular Convertibld Preference Shares to be
redeemed on that date and each of the holders of the
Convertible Preference Shajes concerned shall be bound
to deliver to the Company ht such place the certificates
for such of the Convertible Preference Shares concerned
as are held by him. Upon guch delivery the Company
shall pay to such holder the hmount due to him in respect
of such redemption. If any §ertificate so delivered to the
Company includes any Cdnvertible Preference Shares
not to be redeemed on the felevant Redemption Date, a
fresh certificate for such C¢nvertible Preference Shares
shall be issued free of chafge to the holder delivering
such certificate to the Company.

There shall be paid on epch Convertible Preference
Share redeemed under subfparagraph (5)(b) above the
amount paid up thereon toggther with a premium of 75p
per share and a sum equal  all arrears and accruals of
the preferential dividend th§reon to be calculated down
to and including the Redemption Date and to be payable
trrespective of whether or pot such dividend has been
declared or earned or becorge due and payable.

As from the relevant Redejnption Date of Convertible
Preference Shares redeemed under sub-paragraph (5)(b)
above the preferential dividgnd shall cease to accrue on
the Convertible Preference {Shares due for redemption
except on any such Conveftible Preference Shares in
respect of which, upon due gresentation of the certificate
relating thereto, payment ¢f the money due at such
redemption shall be refused

The Company shall, subjedt to the Act, redeem on 1st
January, 2010 (or so soonfthereafter as the Company
shall be able to comply with the provisions of the Act
affecting the redemption of fedeemable shares) all-of the
Convertible Preference Shafes (if any) in issue on that
date and the amount payabld on redemption thereof shall
be the sum specified in subdaragraph (5)(e) above. Not
less than 28 days’ prior fhotice in writing of such
redemption shall be givgh to the holders of the
Convertible Preference Shafes.

16



(h)

@

0)

The receipt of the registereq-holder for-the time being of
any Convertible PreferenceShares or in the case of joint
registered holders the recgipt of any of them for the
moneys payable on redempfion thereof or application of
the same as provided on gny conversion thereof shall
copstitute an absolute dispharge to the Company in
respect thereof.

Subject to the provisions of fhe Act, the Company may at
any time purchase Convertpple Preference Shares (i) in
the market, or (ii) by tender Javailable alike to all holders
of Convertible Preference Bhares), or (iii) by private
treaty, in each case at a prie (exclusive of all costs of
purchase) which, if the Congertible Preference Shares are
then listed on the official flist maintained by the UK
Listing Authority and admitted to trading by The Stock
Exchange, shall not exceedjthe average of the middle-
market quotations therefor based on the Daily Official
List during the period of 1@ business days immediately
prior to the date of such pgrchase, or, in the case of a
purchase on The Stock Exkhange, at the market price
thereof provided that such rjarket price is not more than
5 per cent. above such avefage, but not otherwise, and
upon such other terms andjconditions as the Company
may think fit. The Compang§ may exercise its rights and
powers of purchase as regargs the Convertible Preference
Shares and any Further Prefgrence Shares which may be
issued pursuant to paragraphf(7) below (not being a series
which is identical and forfns a single series with the
Convertible Preference Shifires) at its sole discretion
without obligation to maiiftain the ratio between the
nominal amounts for the tihe being outstanding of any
series.

Upon the redemption of #ny Convertible Preference
Shares the Directors may pyrsuant to the authority given
by the passing mm Generdl Meeting of the Special
Resolution to create the Cdnvertible Preference Shares
convert and subdivide the fauthorised preference share
capital existing as a consequfnce of such redemption into
shares of any other class o share capital into which the
authorised share capital of tije Company is or may at that
time be divided of a like ngminal amount (as nedrly as
may be) as the shares of sugh class then in issue or into

17



unclassified shares of the s§me nominal amount as the
Convertible Preference Shargs.

(6) (a) So long as any Convertiblg

Preference Shares remain

capable of being convertedfinto Ordinary Shares, then,
save with such consent or fsanction on the part of the

holders of the Convertiblg

Preference Shares as is

required for a vanation offthe rights attached to such

shares:—

(i) No shares shall b

(i)

allotted pursuant to a
capitalisation of prpfits or reserves except
Ordinary Shares, creflited as fully-paid to the
holders of Ordinary Shares and, if there be other
equity share capital ag defined by Section 744 of
the Act in issue (ckher than the Convertible
Preference Shares of ‘any Further Preference
Shares which may} be issued pursuant to
paragraph (7) below), except shares issued
credited as fully-paid fo the holders of such other
equity share capital pther than the Convertible
Preference Shares or-gny such Further Preference
Shares) as part of thk same capitalisation as is
effected to the holdersjof the Ordinary Shares and
upon any such allotmeft to the holders of Ordinary
Shares the Conversiolf Rate shall be adjusted as
appropriate under syb-paragraph (4)(k) above
provided that no such jallotment shall be made if,
as a result thereof, thd aggregate nominal amount
of the Ordinary Sharedinto which any Convertible
Preference Shares mayfbe converted would exceed
the aggregate nominal famount of such Convertible
Preference Shares.

If any offer or invitdtion by way of rghts or
otherwise (not being arff offer or invitation to which
the provisions of sub-pgragraph (4)(n) above apply)
is made to the holders pf the ordinary share capital
of the Company, the Cdmpany shall make or, so far
as it 1s able, procure thht there is made a like offer
at the same time to fach holder of Convertible
Preference Shares as i his conversion rights had
been exercisable and ejercised in full on the record
date for such offer or thvitation on the basis of the
Conversion Rate then applicable. In the case of any
offer or invitation asfaforesaid being made the
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(iif)

(iv)

entitlement of the “holders of Convertible
Preference Shares to pafticipate therein as set out
1) shall be to the exclusion
t or right to which such
holders might otherwke be entitled whether
pursuant to the Act or ofherwise.

wound up, the Companyjshall forthwith give notice
thereof in writing to ajl holders of Convertible
Preference Shares. Eadh holder of Convertible
Preference Shares in regpect of all or any of his
Convertible Preference:§Shares shall. be entitled
within six weeks after tife date of the resolution to
wind up the Company of(as the case may be) after
the date of the Order of the Court for such winding-
up (either of such dateg being referred to in this
sub-paragraph as the “ogferative date™) by notice in
writing to the Company§to elect to be treated as if
his conversion rights hag been exercisable and had
been exercised immedigtely before the operative
date on the basis of conyersion as provided above
and in that event he shafl be entitled to be paid in
satisfaction of the amougt due in respect of such of
his Convertible Preferghce Shares as are to be
treated as if converted a fum equal to the amount to
which he would have §become entitled in such
liquidation if he had fbeen the holder of the
Ordinary Shares to whigh he would have become
entitled by virtue of shch conversion (fractions
being disregarded for ti§s purpose), together with
any arrears, deficiency o accrual of the preferential
dividend on such Conyertible Preference Shares
down to the fixed dividgnd date last preceding the
Conversion Date which gnmediately preceded such
winding-up. At the endfof the said period of six
weeks, any outstanding Convertible Preference
Shares shall cease to befconvertible or capable of
becoming convertible pr of being treated as
converted.

No equity share capital @ther than the Convertible
Preference Shares or Hurther Preference Shares
ranking pari passu in alfrespects save as provided
in any or all sub-paradraphs (7)(a) to (7)(d) of

19




(b) If the Company shall cha

paragraph (7) below) shall be in issue which is not

in all respects uniform
issue on the date of
Resolution to create
Shares save:—

(x) as to the dat

shall rank for
(v) for equity sh

meaning of S

(z) for equity
attached ther
capital and v
more favoura
Ordinary Shai
passing of thg

(v) No resolution shall be

with the Ordinary Shares in
fhe passing of the Special
the Convertible Preference

E from which such capital
dividend; or

re capital issued pursuant to
* share scheme within the
ction 743 of the Act; or

hare capital which has
to rights as to dividend,
ting which in no respect are
le than those attached to the
es in issue at the date of the
"Special Resolution.

passed whereby the rights

attaching to the Ordingry Shares shall be modified,

varied or abrogated.

(vi) The Company shall pr

hcure that at all times up to

authorised but unissjed ordinary share capital

the last Conversion D‘tte there shall be sufficient

available for the p
requirements of any C
delivered pursuant to

(vii)) The Company shall
invitation to the hold

rposes of satisfying the
bniversion Notice as may be
aragraph (4) above.

not make any offer or
trs of Ordinary Shares nor

allot any shares in pyrsuance of a capitalisation

issue or make any capi
sub-paragraph (4)(m)
Conversion Period, or
during a Conversior
Conversion Period by
prior to such Conversi

al distribution (as defined in
jbove) in any case during a
by reference to a record date

Period or following a
reference to a record date
bn Period.

e its accounting reference

date to a date which is mofe that seven days before or

after 31st December, such

justments shatl be made to

the conversion rights atthched to the Convertible

Preference Shares as the 4
be fair so as not to prejudid

A\uditors shall determine to
e the conversion rights and

notification of such chan

p and adjustment shall be
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(7

8

given to the holders of the Convertible Preference

Shares.

Convertible Preference
automatically be
Cumulative Redeemabl
each”™ without any req

reddsignated

. ... _{c) On_the day next following the last Conversion Date any . . .. _._ .

hares then outstanding shall
as  “7.75p (met)
Preference Shares of 25p
rement to alter or substitute

the existing certificates i} respect of such shares.

(d) The Company shall use
procure that the Ordinar;

are admitted to the offig

‘all reasonable endeavours to
r Shares arising on conversion
jal list maintained by the UK

Listing: Authority and aditted to trading by The Stock

Exchange.

Subject to sub-paragraph (6)(
from time to time create and
(in these particulars called

)(iv) above, the Company may
issue further preference shares
“Further Preference Shares™)

ranking as regards participatﬁon in the profits and assets of

the Company pari passu W
Convertible Preference Sharg
Preference Shares may eithef
in the profits and assets
restrictions identical in all
Preference Shares or with

th but not in priority to the
k and so that any such Further
carry as regards participation
pf the Company rights and
bespects with the Convertible
any other series of Further

therefrom in any respect tnc
the generality of the foregoi

Preference Shares or rigI

(a) the rate of dividend may

and restrictions differing
ding but without prejudice to
in that:—

difter;

(b) the Further Preference S}ares may rank for dividend as

from such date as may bd
thereof and the dates f
differ;

(c)

may be no such premiun

the Further Preference Sh

provided by the terms of issue
br payment of dividend may

a premium may be payable on a return of capital or there

- and

(d)

convertible into Ordin

arcs may be redeemable and/or
Shares on such terms and

conditions as may be pregcribed by the terms of the issue
thereof and/or these presgnts.

The Directors may make sugh regulations as they consider

appropriate so as to permit

e conversion or redemption of

any Convertible Preference] Shares through a “relevant

system” (as defined in

he Uncertificated Securities
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Class rights and
variation

Further issues not
variation

Increass of capital

Regulations 2001). The Diredtors may also from {] ime’
abrogate, vary or otherwise jpodlfy sugh-egiilations in such
manner as they con31der app) e. This Article 3 shall not
it such regulations, which shall

l-mbers to the same exfent as if

VARIATION OF RIGHTS

4. 'Whenever the share capital of the Company 1s divided into different
classes of shares, the special rights attached to any class may, subject to the
provisions of the Statutes, be varied or abrogated either with the consent in
writing of the holders of three-fourths in nominal value of the issued shares of
the class or with the sanction of aﬁ;-Ex&m;difiaquesolution passed at a

separate General Meeting of the holders of the shares of the class (but not
otherwise) and may be so varied or abrogated whilst the Company is a going
concern or during or in contemplation of a winding-up. To every such separate
General Meeting all the provisions of these presents relating to General
Meetings of the Company and to the proceedings thereat shall mutatis mutandis
apply, except that the quorum shall be two persons at least holding or
representing by proxy one-third in nominal value of the issued shares of the
class (but so that if at any adjourned meeting a quorum as above defined is not
present, any one holder of shares of the class present in person or by proxy shall
be a quorum) and that any holder of shares of the class present in person or by
proxy may demand a poll and that every such holder shall on a poll have one
vote for every share of the class held by him. The foregoing provisions of this
Article shall apply to the vaniation or abrogation of the special nghts attached to
some only of the shares of any class as if each group of shares of the class
differently treated formed a separate class the special rights whereof are to be
varied.

5. The special rights attached to any class of shares having preferential
rights shall not, unless otherwise expressly provided by the terms of issue
thereof, be deemed to be varied by (a) the creation or issue of further shares
ranking as regards participation in the profits or assets of the Company in some
or all reSpects parr passu. therewith but»m no respect in priority thereto or (b)

the purchase or redemption by the
Company of any of it own shares in accordance with the Statutes and these
presents.

ALTERATION OF SHARE CAPITAL
6. The Company may from time to time by Ordinary Resolution

" ihérease its capifal by such sum to be divided intd 'shares of such amoéunts as the -

resolution shall prescribe. All new shares shall be subject to the provisions of
these presents with reference to allotment, payment of calls, lien, transfer,
transmission, forfeiture and otherwise.
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7. () The Company may by Ordinary Resolution:-—-

'(1) Consolidate and divide all or any of its share capital into

(2) Cancel any shares which, at the date of the passing of the
resolution, have not been taken, or agreed to be taken, by any
person and diminish the amount of its capital by the amount
of the shares so cancelled.

(3) Sub-divide its shares, or any of them, into shares of smaller
nominal value than is fixed by the Memorandum of
Association (subject, nevertheless, to the provisions of the
Statutes), and so that the resolution whereby any share is
sub-divided may determine that, as between the holders of
the shares resulting from such sub-division, one or more of
the shares may, as compared with the others, have any such
preferred, deferred or other special rights, or be subject to
any such restrictions, as the Company has power to attach to
unissued or new shares.

(B) If, as a result of consolidation of shares, the holders of shares
become entitled to fractions of a share, the Directors may on behalf of such holders
of shares or otherwise deal with the fractions as they think fit. In particular, the
Directors may, subject to the Statutes fmd—te—&ﬂ-i-e}ea—}@)(@(-a}@ﬂand provided
that the necessary unissued shares are available, issue to amember credited as fully
paid by way of capitalisation of reserves (and without the sanction required in

Article [I29) the minimum number of shares required to round up his holding of

shares to an integral multiple of the number of shares to be consolidated into a
single share (such issue being deemed to have been effected immediately prior to
consolidation). The amount required to pay up such shares shall be appropriated at
the Directors’ discretion from any of the sums standing to the credit of any of the
Company’s reserve accounts (including without limitation the Statutory Reserve,
any share premium account and capital redemption reserve fund) or to the credit of
profit and loss account and capitalised by applying the same in paymng up such
shares. A resolution of the Directors capitalising part of the reserves shall have the
same effect as if the capitalisation had been declared by Ordinary Resolution of the
Company pursuant to Article Ji24. In relation to the capitalisation, the Directors

shall be entitled to exercise all the powers conferred on them by Article j24 without

an Ordinary Resolution of the Company.

8. The Company may by Special Resolution reduce or cancel its share
capital or any capital redemption reserve fund or share premium account in any

-manner and-with and-subject-to-any incident authorised -and-consent-required-by-

law,

9. (a) Subject to the provisions of the Statutes, the Company may
purchase, or may enter into a contract under which it will or may purchase, any
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Trusis oot
recognised

Special rights

Directors’ powes to
allot securities and to
scll treasury shares

of its own shares of any class (including any redeemable shares)pb
there shall be in issue of any shares convemb]e into equity share 2Pt

{(8) The Company may not exercise any right in respect of treasury
shares held by it, including any right to attend or vote at meetings, to participate
in any offer by the Company to shareholders or to receive any distribution
~ (including in a winding-up), but without prejudice to its right to sell the treasury
hares,[to receive an allotment of shares as fully paid bonus shares in respect of
“the treasury shares or to receive any amount payable on redemption of any
redeemable treasury shares.

SHARES

10. Except as ordered by a court of competent jurisdiction or as required
by law or pursuant to the provisions of Article 43, no person shall be recognised
by the Company as holding any share upon any trust, and the Company shall
not be bound by or compelled in any way to recognise (even if it has notice of
it) any equitable, contingent, future, partial or other claim to or interest in any
share, or any claim to or interest in any fractional part of a share, or (except
only as by these presents or by court order or law otherwise provided) any other
right in respect of any share (or any fractional part thereof), except an absolute
right to the entirety thereof in the holder.

11. Without prejudice to any special rights previously conferred on the
holders of any shares or class of shares for the time being issued, any share in
the Company may be issued with such preferred, deferred or other special
rights, or subject to such restrictions, whether in regard to dividend, return of
capital, voting or otherwise, as the Company may from time to time by
Ordinary Resolution determine (or, in the absence of any such determination, as
the Directors may determine) and subject to the provisions of the Statutes the
Company may issue shares (including preference shares) which are, or at the
option of the Company or of the holder are to be liable, to be redeemed.

12. (a) Subject to the provisions of the Statutes relating to authority,
pre-emption rights and otherwise and of any resolution of the Company in
General Meeting passed pursuant thereto, all unissued shares shall be at the
disposal of the Directors and they may allot (with or without conferring a right
of renunciation), grant options over, offer or otherwise deal with or dispose of
unissued shares (whether forming part of the original or any increased capital),
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or rights to subscribe for or convert any security into shares to such persons, at
such times and on such terms and conditions as they think proper.

(8) (1) The Directors shall be generailly and unconditionally
authorised pursuant to and in accordance with Section 80 of the}Act|to
exercise for each prescribed period all the powers of the Company to allot
relevant securities up to an aggregate nominal amount equal to the Section 80
Amount (as defined below).

(i) During each prescnbed period the Directors: shall be
empowered to allot equity securities wholly for cash pursuant to and within
the terms of the said authority and to sell treasury shares wholly for cash:—

(a) in connection with a rights issue; and '

(b) otherwise than in connection with a rights issue up to an
aggregate nominal amount equal to the Section 89

pores|
183,

. Amount as if Section 89(1) of theTActldld not apply to

any such allotment.

(iii) By such authority and power the Directors may during such
" period make offers or agreements which would or might require the allotment
~or sale of securities after the expiry of such period and may allot or sell
securities in pursuance of such offers or agreements.

(iv) For the purposes of this Article:—

(a) “rights issue” means an offer of equity securities open for
acceptance for a period fixed by the Directors to (i) holders
(other than the Company) on the register on a fixed record
date of Ordinary Shares in proportion to their respective
holdings and (ii) holders-on the register on a fixed record
date of other equity securities to the extent expressly
required or (if considered appropriate by the Directors)
permitted by the rights attached thereto, but subject in both
cases to such exclusions or other arrangements as the
Directors may deem necessary or expedient in relation to
fractional entitlements or legal or practical problems under
the faws of, or the requirements of any recognised regulatory
body or any stock exchange in, any territory;

(b) ““prescribed peniod’> means in the first instance the period
from the date of the adoption of this Article to the date of the
Annual General Meeting in 1997 or 31st July, 1997,
whichever is the earlier, and shall thereafter mean any
pertod (not exceeding 5 years on any occasion) for which the
authority conferred by sub-paragraph-(i} above is renewed or
extended by Resolution of the Company in General Meeting
stating the Section 80 Amount for such period;
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Renunciation

1ssue of and rights
attaching to Special
Sharn

(c) the “Section 80 Amount” shall for the first prescribed period
be £14,292,992 and for any other prescribed pertod shall be
that stated in the relevant Resolution;

(d) the “Section 89 Amount” shall for the first prescribed period
be £2,143,949 and for any other prescribed period shall be
that stated in the relevant Special Resolution renewing or
extending the power conferred by paragraph (ii) above for
such period;

(e) the nominal amount of any securities shall be taken to be, in

. the.case of rights to subscribe for or to convert any securities

into shares of the Company, the nominal amount of such
shares which may be allotted pursuant to such rights; and

() words and expressions defined in or for the purposes of Part
IV of thePT(I shall bear the same meanings in this Article 12.

3. The Company may exercise the powers of paying commissions
conferred by the Statutes to the full extent thereby permitted. The Company
may also on any issue of shares pay such brokerage as may be lawful.

14. Subject to the provisions of the Statutes and of these presents, the
Directors may at any time after the allotment of any share but before any person
has been entered in the Register of Members as the holder recognise a
renunciation thereof by the allottee in favour of some other person and may
accord to any allottee of a share a right to effect such renunciation upon and
subject to such terms and conditions as the Directors may think fit to impose.

SPECIAL SHARE

15. (a) The Special Share may only be issued to, held by and
transferred to the Secretary of State for Trade and Industry or his successor
or a nominee on his behalf.

(8) Notwithstanding any provision in these presents to the contrary,
the amendment, removal or aiteration of the effect of all or any of the following
Articles or, where specified, the relevant parts of the following Articles shall be
deemed to be a variation of the rights attaching to the Special Share and shall
accordingly only be effective with the consent in wnting of the Special
Shareholder:—

(i) the definitions of “Special Share”, “Special Shareholder” and “The
United Kingdom” in Article 2;

(i) this Article 15;
(1i1) Article 43; . )
(iv) Articles 74(a), 74(8) and % (a) insofar as they impose requirements as

to the citizenship of Directors and their alternates;

26



(v) Article 8 '(B)' and

d (vi) Articles g;f" k64 and 192 insofar as they impose requirements as to

& Directors of any specified citizenship either in making up the quorum
for meetings or on signing written resolutions or on forming a
majority in the number of the members of any committee.

(c) The Special Sharcholder shall be entitled to receive notice of
and to attend at any General Meeting or any meeting of any class of
shareholders of the Company, but the Special Share shall carry no right to vote
nor any other rights at any such meeting except that, at any such meeting at
which any matter mentioned in this Article (“relevant business™} 1s dealt with,
it shall carry the right to speak in relation to any business which is, or includes,
relevant business.

{p) In a distribution of capital in a winding-up of the Company, the
Special Shareholder shall be entitled to repayment of the capital paid up on the
Special Share in priority to any repayment of capital to any other member. The
Special Share shall confer no other right to participate in the capital or profits of
the Company.

() The Special Shareholder may require the Company at any time,
either (i) subject to the provisions of the Statutes, to redeem the Special Share at
par, or (ii) to convert the Special Share into one ordinary voting share (within
the meaning of Section 5 of the British Aerospace Act 1980) in the Company
(“ordinary voting share”) by serving written notice upon the Company
requiring such redemption or, as the case may be, conversion and delivering the
share certificate for the Special Share to the Company, whereupon the
Company shall, in the case of a redemption, redeem the Special Share for cash
at par and, in the case of a conversion, issue to the Special Shareholder a
certificate in respect of the share into which the Special Share is converted, in
each case within 21 days of the receipt of the share certificate for the Special
Share by the Company.

(¢F) If an ordinary voting share has a nominal value in excess of £1
and if the Special Shareholder shall have required the Company to convert the
Special Share into an ordinary voting share, then the Special Share shall carry
the right to subscribe for one ordinary voting share for cash at par. In any such
case, the Special Share shall be treated as converted and the nominal value of
£1 shall be applied in part payment of the nominal value of the ordinary voting
share and the Special Shareholder shall pay up the balance of the nominal value
in cash.

() If the Special Shareholder shall have required the Company to
convert the Special Share into an ordinary voting share, the Directors may
effect such conversion in any manner they consider approprate and, without
prejudice to the generality of the foregoing, may redeem such Special Share
and apply the proceeds of redemption in payment or, if paragraph (F) above
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applies, in part payment of the nominal value of the ordinary voting share into
which the Special Share is to be converted.

(1) (i) The Articles and parts of Articles listed in Article 15(B)
(other than this Article 15(H)) 54 i : +

contrary in any regulations made by the Directors and approved by the Special
Sharcholder. Without limitation, such regulations may provide that, with effect
from a particular time or on the occurrence of a particular event or subject to
any other conditions, any of the relevant Articles or parts of the Articles shall
not apply or shall apply as if they were modified in such manner as the
regulations may specify.

(ii) Such regulations may not have the effect of reducing the
proportion of the votes which are ordinarily eligible to be cast on a poll at
General Meetings of the Company or the 'votes which are attributable to all
Shares in which any Foreign Person may have an Interest below 15 per cent.
This paragraph (ii) shall be construed as if it were part of Article 43.

(iii) The Directors may from time to time abrogate, vary or
otherwise modify any regulations made pursuant to this Article 15(FH) in such
manner as they consider appropriate and as the Special Shareholder may
approve.-

SHARE CERTIFICATES

16. Every definitive share certificate shall be issued under the Seal (or
the Securities Seal or in the case of shares on a branch register, an official seal
for use in the relevant territory) and shall specify the number and class of shares
to which it relates and the amount paid up thereon. No definitive certificate
shall be issued representing shares of more than one class. Unless the Directors
otherwise determine no definitive certificate shall be issued in respect of shares
held by a recognised clearing house or a nominee of a recognised clearing
house or of a recognised investment exchange in respect of whom the Company
is not required by law to complete and have ready for delivery a certificate.

17. In the case of a share held jointly by several persons the Company
shall not be bound to issue more than one certificate therefor and delivery of a
certificate to one of two or more joint holders shall be sufficient delivery to all.

18. Subject to the provisions of these presents, any person {excluding a
recognised clearing house or a nominee of a recognised clearing house or of a
recognised investment exchange to whom no certificate is to be issued pursuant
to Article 16 above) whose name is entered in the register in respect of any
shares of any one class upon the issue or transfer thereof shall be entitled
without payment to a certificate therefor (in the case of issue) within one month
(or such longer period as the terms of issue shall provide) after allotment or (in
the case of a transfer of fully-paid shares) within 14 days after lodgment of
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transfer or (in the case of a transfer of partly-paid shares) within two months
after lodgment of transfer.

19. Where some only of the shares comprised in a share certificate are spiving conificaes

transferred the old certificate shall be cancelled and a new certificate for the
balance of such shares be issued in lieu without charge.

20. (a) Any two or more certificates representing shares of any one
class held by any member may at his request and on surrender of the original
certificate(s) be cancelled and a single new certificate for such shares issued in
lieu without charge.

() If any member shall surrender for cancellation a share certificate
representing shares held by him and request the Company to issue in lieu two or
more share certificates representing such shares in such proportions as he may
specify, the Directors may, if they think fit, comply with such request.

(c) If a share certificate shall be worn out, damaged or defaced, lost,
stolen or destroyed (or alleged to have been lost, stolen or destroyed), a new
certificate representing the same shares may be issued to the bholder upon
request subject to delivery up of the old certificate or (if lost, stolen or
destroyed or alleged to have been lost, stolen or destroyed) compliance with
such conditions as to evidence and indemnity and (in either case) to the
payment of out-of-pocket expenses of the Company in connection with the
request as the Directors may think fit.

(p) In the case of shares held jointly by several persons any such
request may be made by any one of the joint holders.

CALLS ON SHARES

21. The Directors may from time to time make calls upon the members cas

in respect of any money unpaid on their shares (whether on account of the
nominal value of the shares or, when permitted, by way of premium) but
subject always to the terms of issue of such shares. A call shall be deemed to
have been made at the time when the resolution of the Directors authorising the
call was passed and may be made payable by instalments.

22. Each member shall (subject to receiving at least 14 days’ notice psyment of catis

specifying the.time or times and place of payment) pay to the Company at the
time or times and place so specified the amount called on his shares. The joint
holders of a share shall be jointly and severally liable to pay all calls in respect
thereof. A person on whom a call is made remains liable to pay the amount
called despite the subsequent transfer of the share in respect of which the call is
made. A call may be revoked or postponed, in whole or in part, as the Directors
may determine.

Trteregk onfols

23,.. If a sum called in respect of a share is not paid before or on the day l

appoinfed for payment thereof, the person from whom the sum is due shall pay -
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interest on the sum from the day appointed for payment thereof to the time of
actual payment at such rate (not exceeding 25 per cent. per annum) as the
Directors determine but the Directors shall be at liberty in any case or cases to
waive payment of such interest wholly or in part.

24. Any sum (whether on account of the nominal value of the share or
by way of premium) which by the terms of issue of a share becomes payable
upon allotment or at any fixed date shall for all the purposes of these presents be
deemed to be a call duly made and payable on the date on which by the terms of
issue the same becomes payable. In case of non-payment all the relevant
provisions of these presents as to payment of interest and expenses, forfeiture or
otherwise shall apply as if such sum had become payable by virtue of a call
duly made and notified.

25. The Directors may on the allotment or issue of shares differentiate
between the allottees or holders as to the amount of calls to be paid and the
times of payment.

* 26. The Directors may if they think fit receive from any member willing
to advance the same all or any part of the moneys (whether on account of the
nominal value of the shares or by way of premium) uncalled and unpaid upon
the shares held by him and such payment in advance of calls shall extinguish
pro tanto the liability upon the shares in respect of which it is made and upon
the money so received (until and to the extent that the same would but for such
advance become payable) the Company may pay interest at such rate (not
exceeding 12 per cent. per annum) as the member paying such sum and the
Directors agree upon.

FORFEITURE AND LIEN

27. If a member fails to pay in full any cail or instalment-of‘a call on or
before the due date for payment thereof, the Directors may at any time
thereafter serve a notice on him or on a person entitled by transmission to the
share in respect of which the call was made requiring payment of so much of
the call or instalment as is unpaid together with any interest which may have
accrued thereon and any expenses incurred by the Company by reason of such
non-payment.

28. The notice shall name a further day (not being less than seven days
from the date of service of the notice) on or before which, and the place where,
the payment required by the notice is to be made, and shall state that in the
event of non-payment in accordance therewith the shares on which the call was
made will be liable to be forfeited.

29. If the requirements of any such notice as aforesaid are not complied
with, any share in respect of which such notice has been given may at any time
thereafter, before payment of all calls and interest and expenses due 1n respect
thereof has been made, be forfeited by a resolution of the Directors to that
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effect. Such forfeiture shall include all dividends declared or other amounts
payable in respect of the forfeited share and not actually paid before forfeiture.
The Directors may accept a surrender of any share liable to be forfeited
hereunder.

30. Until cancelled in accordance with the Statutes, a share so forfeited
or surrendered and all rights attaching to it shall become the property of the
Company and may be sold, re-allotted or otherwise disposed of either to the
person who was before such forfeiture or surrender the holder thereof or
entitled thereto or to any other person upon such terms and in such manner as
the Directors shall think fit and at any time before a sale, re-allotment or
disposition the forfeiture or surrender may be annulled by the Directors on such
terms as they think fit. The Directors may, if necessary, authorise some person
to transfer a forfeited or surrendered share to any such other person as
aforesaid. The Company may receive the consideration (if any) for the share on
its disposal and may register the transferee as the holder of the share(s).

31. A member whose shares have been forfeited or surrendered shall
cease to be a member in respect of the shares (and shall surrender to the
Company for cancellation the certificate for such shares) but shall
notwithstanding the forfeiture or surrender remain liable to pay to the
Company all moneys which at the date of forfeiture or surrender were presently
payable by him to the Company in respect of the shares with interest thereon at
such rate (not exceeding 25 per cent. per annum) as the Directors may
determine from the date of forfeiture or surrender until payment and the
Directors may at their absolute discretion enforce payment without any
allowance for the value of the shares at the time of forfetture or surrender or
waive payment in whole or in part.

32. The Company shall have a first and paramount lien on every share
(not being a fully paid share) for all moneys (whether presently payable or not)
called or payable at a fixed time in respect of such share and, subject to the
provisions of the Statutes, the Company shail also have a first and paramount
lien on all shares (other than fully paid shares) standing registered in the name
of a single member for all the debts and liabilities of such member or his estate
to the Company whether the same shall have been incurred before or after
notice to the Company of any equitable or other interest of any.person other
than such member and whether the period for the payment or discharge of the
same shall have actually arrived or not and notwithstanding that the same are
joint debts or liabilities of such member, of his estate and any other person,
whether a member of the Company or not. The Directors may waive any lien
which has arisen and may resolve that any share shall for some limited period
be exempt wholly or partially from the provisions of this Article.

33. The Company may sell in such manner as the Directors think fit any
share on which the Company has a lien, but no sale shall be made unless some
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sum in respect of which the lien exists is presently payable nor until the
expiration of 14 days after a notice in writing stating and demanding payment
of the sum presently payable and giving notice of intention to sell in default
shall have been given to the holder for the time being of the share or the person
entitled thereto by reason of his death or bankruptcy or otherwise by operation
of law.

34. The net proceeds of such sale after payment of the costs of such sale
shall be applied in or towards payment or satisfaction of the debts or habilities
in respect whereof the lien exists so far as the same are presently payable and
any residue shall (upon surrender to the Company for cancellation of the
certificate for the shares sold and subject to a like lien for debts or liabilities not
presently payable as existed upon the shares prior to the sale) be paid to the
person entitled to the shares at the time of the sale. For giving effect to any such
sale the Directors may authorise some person to transfer the shares sold to, or in
accordance with the directions of, the purchaser.

35. A statutory declaration in writing that the declarant is a Director or
the Secretary of the Company and that a share has been duly forfeited or
surrendered or sold to satisfy a lien of the Company on a date stated in the
declaration shall be conclusive evidence of the facts therein stated as against all
persons claiming to be entitled to the share. Such declaration and the receipt of
the Company for the consideration (if any) given for the share on the sale, re-
allotment or disposal thereof together with the share certificate delivered to a
purchaser or allottee thereof shall (subject to the execution of a transfer if the
same be required) constitute a good title to the share and the person to whotn
the share is sold, re-allotted or disposed of shall be registered as the holder of
the share and shall not be bound to see to the application of the purchase money
(if any) nor shall his title to the share be affected by any irregularity or
invalidity in the proceedings relating to the forfeiture, surrender, sale, re-
allotment or disposal of the share.

TRANSFER OF SHARES

36. All transfers of shares may be effected by transfer in writing in any
usual or common form or in any other form acceptable to the Directors and may
be under hand only. The instrument of transfer shall be signed by or on behalf
of the transferor and (except in the case of fully paid shares) by or on behalf of
the transferee. The transferor shall remain the holder of the shares concerned
until the name of the transferee is entered in the Register of Members in respect
thereof.

37. The registration of transfers may be suspended at such times and for
such periods as the Directors may from time to time determine and either
generally or in respect of any class of shares. The register shall not be closed for
more than 30 days in any Year.
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38. Without prejudice to the prov131ons of Article 43, the Directors may
in their absolute discretion _ refuse to
register any transfer of shares (not being fully paid shares) provided that, where
any such shares are admitted to the official list maintained by the UK Listing
Authority, such discretion may not be exercised in such a way as to prevent
dealings in the shares of that class from taking place on an open and proper
basis. The Directors may also refuse to register an allotment or transfer of
shares (whether fully paid or not) in favour of more than four persons jointly. If
the Directors refuse to register an allotment or transfer, whether pursuant to the
pr0v1510ns of this Article or Article 43, they shall I ¥

39. (a) The Directors may decline to recognise any .instrument of
transfer unless the instrument of transfer 1s in respect of only one class of share
and is lodged (duly stamped if required) at the Transfer Office accompanied by
the relevant share certificate(s) and such other evidence as the Directors may
reasonably require to show the right of the transferor to make the transfer (and,
if the instrument of transfer is executed by some other person on his behalf, the
authority of that person so to do). In the case of a transfer by a recognised
clearing héuse or a nominee of a recognised clearing house or of a recognised
investment exchange the lodgment of share certificates will only be necessary
if, and to the extent that, certificates have been issued in respect of the shares in
question.

(8) All instruments of transfer which are registered may be retained
by the Company.

40. No fee will be charged by the Company in respect of the registration
of any instrument of transfer or probate or letters of administration or certificate
of marriage or death or stop notice or power of attorney or other document
relating to or affecting the title to any shares or otherwise for making any entry
in the Register of Members affecting the title to any shares.

41. The Company shall be entitled to destroy all instruments of transfer
which have been registered at any time after the expiration of six Years from
the date of registration thereof and all dividend mandates and notifications of
change of address at any time after the expiration of two Years from the date of
recording thereof and all share certificates which have been cancelled at any
time after the expiration of one Year from the date of the cancellation thereof
and it shall conclusively be presumed in favour of the Company that every
entry in the register purporting to have been made on the basis of an instrument
of transfer or other document so destroyed was duly and properly made and
every instrument of transfer so destroyed was a valid and effective instrument
duly and properly registered and every share certificate so destroyed was a valid
and effective certificate duly and properly cancelled and every other document
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hereinbefore mentioned so destroyed was a valid and effective document in
accordance with the recorded particulars thereof in the books or records of the
Company. Provided always that:—

@

(i)

(iii)

The provisions aforesaid shall apply only to the destruction of a
document in good faith and without notice of any claim (regardless of
the parties thereto) to which the document might be relevant;

Nothing herein contained shall be construed as imposing upon the
Company -any liability in respect of the “destruction of any such
document earlier than as aforesaid or in any other circumstances
which would not attach to the Company-in the absence of this Article;

References herein to the destruction of any document include
references to the disposal thereof in any manner.

Untraced shareholders 42. (1) The Company shall be entitled to sell at the best price
reasonably obtainable at the time of sale the shares of a member or the
shares to which a person is entitled by virtue of transmission if and provided

that:—
1)

(i)

@if)

(iv)

during the period of 12 years prior to the date of the publication of the
advertisements referred to in paragraph (it) below (or, if published on
different dates, the first thereof) at least three dividends in respect of
the shares have become payable and no dividend in respect of those
shares has been claimed,;

the Company shall on expiry of such period of 12 years have inserted
advertisements in both a national daily newspaper and in a newspaper
circulating in the area in which the last known address of the member
or the address at which service of notices may be effected under these
presents is located giving notice of its intention to sell the said shares;

during the period of three months following the publication of such
advertisements (or, if published on different dates, the second thereof)
the Company shall have received no communication from such
member or person; and

notice shall have been given to the Stock Exchange of its intention to
make such sale.

(2) To give effect to any such sale the Company may appoint any

person to execute as transferor an instrument of transfer of the said shares and
such instrument of transfer shall be as effective as if it had been executed by the
holder of or person entitled by transmission to such shares and the title of the
transferee shall not be affected by any irregularity or invalidity in the
proceedings relating thereto. The net proceeds of sale shall belong to the
Company which shall be obliged to account to the former member or other
person previously entitled as aforesaid for an amount equal to such proceeds
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and shall enter the name of such former member or other person in the books of
the Company as a creditor for such amount which shall be a permanent debt of
the Company. No trust shall be created in respect of the debt, no interest shall
be payable in respect of the same and the Company shall not be required to
account for any money eamed on the net proceeds, which may be employed in
the business of the Company or invested in such investments (other than shares
of the Company or its holding company if any} as the Directors may from time
to time think fit.

43,

(A) (0

(ii)

(1)

®B)

(i)

(ii)

UNITED KINGDOM CONTROL

It is a cardinal principle that the Company should be and remain under
United Kingdom control. The purpose of this Article is to support this
principle by imposing restrictions on the holding of shares by Foreign
Persons. These restrictions comprise provisions ensuring that no
Foreign Person is able to be interested in Shares carrying more than
15% of those votes (the “Individual Foreign Shareholding
Restriction™).

The Individual Foreign Shareholding Restriction is set out in
paragraph (B) below. Paragraphs (C) and (D) below require that
registers of Foreign-heid Shares and of Interests of Foreign Persons be
maintained. Certain words and expressions used in this Article are
defined in paragraphs (E) to (H) below and various ancillary
provisions are contained in paragraphs (1) and (J) below.

This Article shall apply notwithstanding any provisions to the contrary
in any other Article but subject to the provisions of Article 15(H).

In this paragraph (B), the expression “Irregular Foreign Person”
means any Foreign Person who has Interests in Shares which carry
more than 15% of either:

(a) the votes which are ordinanly eligible to be cast on a poll at
General Meetings of the Company; or

(b) the votes which are attributable to all Shares.

The Directors shall not register any allotment or transfer of a Share to
any person whom the Directors believe is an Irregular Foreign Person
or to any other person if the Directors believe that, following the
allotment or transfer, an Irregular Foreign Person would have an
Interest in the relevant Share.

If at any time, the Directors believe that a person is an Irregular
Foreign Person, they shall as soon as is reasonably practicable give
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(iv)

V)

(vi)

(vii)

(viii)

©

)

notice in writing to that person and to the registered holders of all
Shares in which they believe that person is Interested requiring them
within 21 days of the date of service of the notice (or such longer time
as the Directors consider reasonable) to dispose of such number of
Shares as will cause the relevant person to cease to be an Irregular
Foreign Person.

A Share in respect of which such a notice (a “Disposal Netice”) has
been served.shall not confer any right to receive notice of, or to attend
and vote at, General Meetings of the Company or other meetings of
shareholders or any class of shareholder from (and including) the date
of service until the time of its transfer to another person so that it
ceases to be a Foreign-held Share or, if carlier, the time at which the
relevant Disposal Notice i1s withdrawn.

If the requirements of any Disposal Notice are not complied with to
the satisfaction of the Directors within the period specified in the
relevant notice, unless the relevant Disposal Notice is withdrawn, the
Director shall arrange for the Company to sell the Shares to which that
notice relates. For this purpose, the Directors may make such
arrangements as they deem appropriate. In particular, without
limitation, they may authorise any officer or employee of the
Company to execute any transfer or other document on behalf of
the holder or holders of the relevant Share and, in the case of a Share
in uncertificated form, may make such arrangements as they think fit
on behalf of the relevant holder or holders to transfer title to the
relevant Share through a Relevant System.

Any sale pursuant to sub-paragraph (v) above shall be at the best price
reasonably obtainable but the Directors shall not be liable to the
holder or holders of the relevant Share for any alleged deficiency in
the amount of the sale proceeds or any other matter relating to the
sale.

The net proceeds of the sale of any Share under this paragraph (B)
shall be paid over by the Company to the former holder or holders of
the relevant Share upon surrender of any certificate relating to it,
without interest. The receipt of the Company shall be a good discharge
for the purchase money.

The title of any transferee of shares shall not be affected by an
irregularity or invalidity of any actions purportedly taken pursuant to
this paragraph (B).

The Directors shall not register any person as a holder of a Share
unless they have received:

Shares
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(in)

(iii)

(iv)

v)

(a) a declaration stating either (i) that, upon registration, the
relevant Share will not be a Foreign-held Share or (ii) that,
upon registration, that Share will be a Foreign-held Share;

(b) such evidence (if any) as the Directors may require of the
authority of the signatory of that declaration;

(c) such evidence or information (if any) as to the matters
referred to in the declaration as the Directors consider
appropriate; and

This shall not, however, apply to the registration of an allottee of any
Share which is being issued paid up by way of capitalisation of profits
or reserves or to the registration of a person as a trustee of any Profit-
sharing Scheme or Share Scheme (as defined in sub-paragraph (E)(i)
below).

The Directors may at any time:

(a) give notice in writing to the holder (or to any one of the joint
holders) of a Share requiring him, within 21 days of the date
of service of the notice (or such longer time as the Directors
consider reasonable), to deliver to the Company a
declaration as to whether or not the relevant Share is a
Foreign-held Share; and

(b) to provide such evidence or information (if any) as to the
matters referred to in the declaration as the Directors
constder appropriate.

If at any time, the Directors believe that a Share which is not then
treated as a Foreign-held Share may be such a Share, they shall give
notice in writing to the holder (or to any one of joint holders) requiring
him, within 21 days of the date of service of the notice (or such longer
time as the Directors consider reasonable) to show to their satisfaction
that the relevant Share is not a Foreign-held Share.

If within the period specified in a notice served under sub-paragraph
(i11) above, or such longer time as the Directors consider reasonable,
the Directors are not satisfied that the relevant Share is not a Foreign-
held Share, they shall declare that Share to be a Foreign-held Share.

The Directors shall maintain a separate register in which shall be
entered particulars of any Share which:

(2) has been acknowledged by the holder (or by any one of joint
holders) or the Operator (as defined in the Crest Regulations)
to be a Foreign-held Share; or
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(b) has been declared to be a Foreign-held Share by virtue of a
declaration of the Directors made pursuant to sub-paragraph
(iv) above;

and, in either case, which has not ceased to be a Foreign-held Share.

(vi) The Directors shall remove from the Foreign-held Share Register any
Share in respect of which they have received:

(a) a declaration stating that the relevant Share is not a Foreign-
held Share;

(b) such evidence (if any) as the Directors may require of the
authority of any signatory of that declaration; and

{c) such evidence or information (if any) as to the matters
referred to 1n the declaration as the Directors consider
appropriate.

This shall not apply, however, if the Directors are not satisfied that the
relevant Share is not a Foreign-held Share.

(vi1) A declaration under any of sub-paragraphs (i), (i1) or (vi) above shall
not be valid unless it is in such form as the Directors may from time to
time prescribe or approve and is either:

(a) signed by or on behalf of the person who is registered, or is
proposed to be registered, as a holder of the relevant Share
or, in the case of a corporation, executed under the seal of the
corporation or signed on its behalf by an attomey or a duly
authorised officer or agent; or

(b) in the case of shares in uncertificated form, received through
a Relevant System.

(viil) A declaration made pursuant to the Article which this Article replaced
(or pursuant to regulations made under that Article) as to whether or
not a Share is or will be a Foreign-held Share (as defined in that
Article) shall be deemed for the purposes of this paragraph (C):

(a) to be a declaration made pursuant to sub-paragraph (i)
above; and

{b) in the case of a declaration that the relevant Share is or will
be a Foreign-held Share (as so defined), to comprise an
acknowledgement by the holder (or one of the joint holders)
or the Operator that the Share is a Foreign-held Share (as
defined in paragraph (F) below).

(D) (i) The provisions of Part VI of the Act shall apply to the Company as if
such provisions extended to Interests of Foreign Persons. The
Company, its Members and all persons Interested in Shares shall
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(it)

have the rights and obligations referred to in Part VI of the Act in
relation to all Interests of Foreign Persons.

The Directors shall maintain a register (which shall be separate from
that maintained under Part VI of the Act) in which shall be entered
particulars of Interests of Foreign Persons disclosed to the Company.

(E) (i) Subject to sub-paragraph (ii) below, in this Article, the word “Share”

(i)

(111)

means any share in the capital of the Company which:

(a) carries the right to vote on a poll at General Meetings of the
Company whether ordinarity or only in certain
circumstances; and

(b) at the material time, is not either:

)] held by the trustees of any profit sharing scheme
established by the Company and approved by the
Board of Inland Revenue in accordance with the
provisions of Sections 186 and 187 and Schedules 9
and 10 of the Income and Corporation Taxes Act
1988 (a “profit-sharing scheme™); or

(1D held pursuant to arrangements approved by the
Directors by trustees for the benefit of employees
or officers (or former employees or officers) of the
Company, of the Company’s subsdiaries or any
associated undertakings or their wives, husbands,
widows, widowers or children or step-children
under the age of 18 (a “Share Scheme™).

A Share at any time which does not carry a present right to vote at any
General Meeting of the Company shall be treated for the purposes of
paragraphs (A) and (B) of this Article as if it were not a “Share”
unless the Directors shall have resolved that those paragraphs should
apply to it. The Directors may so resolve at any time and from time to
time at their discretion and may, likewise, revoke any such resolution
which they have previously passed.

If any such resolution is passed in respect of a Share which is a
Foreign-held Share, for the purposes of sub-paragraph (B)(iii) above,
particulars of that Share shall be deemed to have been entered into the
Foreign-held Share Register at the time of the passing of the relevant
resolution.

(F) (i) Subject to sub-paragraph (ii) below in this Article, the expression

(i)

“Foreign-held Share” means any Share in which any Foreign Person
has an Interest.

For the purposes of paragraph (A) above, Shares registered in the
Foreign-held Share Register shall be deemed to be Foreign-held
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(iii)

Shares and Shares not so registered shall be deemed not to be Foreign-
held Shares.

In this Article the expression “Foreign Person” means any person
who is a Foreigner, a Foreign Corporation or a Corporation under
Foreign Control and, for this purpose:

“Corporation under Foreign Control” means any corporation
(other than a Foreign Corporation):

(a) of which one third or more of the directors {or persons occupying
the position of directors by whatever name called) are Foreigners
or Foreign Corporations or are accustomed to act in accordance
with the suggestions, instructions or directions of Foreigners or
Foreign Corporations; or

(b) of which shares carrying more than thirty per cent. of the votes
which are ordinarily eligible to be cast on a poll at General
Meetings of the corporation are for the time being held by
Foreigners or Foreign Corporations.

“Foreign Corporation” means:

(a) any corporation other than a corporation which is incorporated
under the laws of any part of and which has its principal place of
business and central management and control in the United
Kingdom; or

(b) a government or government department or government agency or
body other than of the United Kingdom or any part thereof; or

(c) any municipal, local, statutory or other authority or any
undertaking or body established in any country other than the
United Kingdom.

“Foreigner” means any individual who is not a British citizen, a
British Dependent Territories citizen or a British Overseas citizen by
virtue of the British Nationality Act 1981.

(G) (i) Subject to sub-paragraph (ii) to (viii) below, for the purposes of this

(i1)

Article, a person shall be deemed to have an “Interest” in Shares if
he has any interest which would be taken into account in deciding
whether a notification by that person to the Company would be
required under Part VI of the Act if all Shares were “relevant share
capital” for the purposes of that Part.

Any right pursuant to the provisions of any agreement to control,
influence or participate in the exercise of any right conferred by the
holding of any Share (including, without prejudice to the generality of
the foregoing, any right relating to the retention or disposal of any
Share) shall be deemed to comprise such an interest and, for the
purpose of this paragraph (i1):
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(iii)

(@)

(b)

(c)

any restraint or restriction to which any such right is or may be
subject shall be disregarded;

“agreement” includes any agreement, arrangement or
understanding (whether formal or informal) imrespective of
whether such agreement, arrangement or understanding includes
a provision of the acquisition by any one or more of the parties to
it of any interest in any Share or is part of a proposal to obtain or
consolidate control of the Company; and

“provisions of any agreement” includes any undertaking,
expectation or understanding (whether express or implied and
whether absolute or not) operative under any agreement, except
that a right pursuant to an agreement which is not legally binding
shall not be taken into account in determining whether a person
has an interest unless the agreement involves mutuality in the
undertakings, expectations or understandings of the parties to it.

The following interests shall be disregarded:

(a)

(b)

(©

(d)

(e)

any interest of a bare trustee or which, if the incidents of the
interest are governed by a law other than the law of England and
Wales, is in all material respects identical to the interest of a bare
trustee under the law of England and Wales;

any interests which exist only by virtue of an obligation
(contingent or otherwise) to purchase or subscribe for Shares
pursuant to underwriting or sub-underwnting arrangements
approved by the Directors and, for a period of three months
following the relevant purchase or subscription, in respect of
interests in Shares purchased or subscribed pursuant to such an
obligation; ‘

any interest of a person which exists only by virtue of the entering
into or performance by that person of an agreement approved by
the Directors under which that person (whether alone or with other
persons) is to procure purchasers or subscribers of the relevant
Shares, as principal or as agent, as part of the distribution of those
Shares (whether to the public or otherwise), provided that such
interests shall only be disregarded for a period of three months
from the date of the relevant agreement;

any interest of either the Chairman of a meeting of the Company
or of a meeting of the holders of Shares of any class (acting in that
capacity);

any interests of a Clearing House or Depositary acting in its
capacity as such; '
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(f) any interest of a person which exists only by virtue of that person
being a trustee of:

(I} any retirement benefits scheme for the employees of a
business or undertaking carried on (wholly or mainly) in the
United Kingdom other than by a Foreign Person which is, or
is treated by the Commissioners of Inland Revenue as, an
exempt approved scheme for the purposes of Chapter 1 of
Part XIV of the Income and Corporation Taxes Act 1988; or

(II) any charity which is registered under the provisions of the
Charities Act 1993; or

(II1) any exempt charity within the meaning of that Act,

other than (in any case) a retirement benefits scheme, charity or
exempt charity of which the majority of the trustees are Foreign
Persons.

(iv) In calculating the number of Shares in which a trader in secunties is
interested at any particular time, the trader’s gross sales (up to a
maximum equal to the traders gross purchases) shall be deducted from
the number of Shares in which he would be interested but for this sub-
paragraph (iv) and, in this paragraph:

“gross sales” means the number of Shares which, at the relevant time,
the trader shall be under an obligation to sell pursuant to contracts
entered into in the ordinary course of his business as a trader in
securities each of which requires delivery to be made not later than 14
days after the contract shall have been entered into; and

“oross purchases” means the number of Shares which, at the relevant
time, the trader shall be under an obligation to purchase pursuant to
such contracts.

(v) Section 209(1)(a) of the Act shall be disregarded.

(vi) If, in respect of any Shares, the Directors resolve that they have made
reasonable enquiries and have been unable to determine whether or
not a specified person has an Interest in the relevant Shares, that
person shall be deemed to have such an Interest.

(vi}) Where Interests in Shares are held by a Clearing House or Depositary
in its capacity as such:

(a) any person who has rights in relation to Shares in which the
Clearing House or Depositary holds such an Interest shall be
deemed to be Interested in the number of Shares for which the
Clearing House of Depositary is or may become liable to account
to him; and
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(b) any Interest which (by virtue of his being a tenant in common in
relation to or holding of common property Interests in Shares so
held by the Clearing House or Depositary or otherwise) he would
otherwise be treated as having in a larger number of Shares shall
(in the absence of any other reason why he should be so treated)
be disregarded.

(viii) “Interested” shall be construed accordingly.

(H)

@)

In this Article:

“Act” means the Companies Act 1985 (as amended), and all regulations
made thereunder, as in force on 1 March 1998;

“Clearing House™ means a recognised clearing house or a nominee of
such a clearing house or of a recognised investment exchange (in each
case as defined in the Financial Services and Markets Act 2000) or a
pooled nominee service provided by an operator of any Relevant System
(including, for the avoidance of doubt, CREPON Limited when acting in
its capacity as nominee in connection with the pooled nominee service
provided by CRESTCo Limited);

“Crest Regulations” means the Uncertificated Securities Regulations

2001;

“Depositary” means a person appointed by or with the approval of the
Directors to issue depositary receipts or other securities which evidence
the deposit of Shares or the right to receive or to call for the delivery of
Shares or a custodian or nominee appointed by or with the approval of
any such person in connection with any such securities or any clearing
agent for such securities;

“Foreign-held Share Register” means the register maintained pursuant
to paragraph (C) above;

“Relevant System” means a relevant system as defined as in Crest
Regulations;

“United Kingdom” means Great Britain, Northern Ireland, the Channel
Islands and the Isle of Man,

and reference to Shares being “in uncertificated form” are reference to
Shares being uncertificated units of a security as defined in the Crest
Regulations.

(i) The Directors shall be entitled to presume without enquiry, unless any
Director has reason to believe otherwise, that ail Shares particulars of
which are entered in the Foreign-held Shares Register (including
those entered by reason of sub-paragraph (C) (viii} above)} are
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Foreign-held Shares, that all other Shares are not Foreign-held Shares
and that no person is an Irregular Foreign Person.

(1) The Directors shall not be required to give any reasons for any

(iif)

decision or determination pursuant to this Article and any such
determination or decision shall be final and binding on all persons
unless and until it is revoked or changed by the Directors. Any
disposal or transfer made or other thing done by or on behalf of the
Board or any Director pursvant to this Article shall be binding on all
persons and shall not be open to challenge on any ground whatsoever.

The Directors shall not be obliged to serve any notice required under
this Article upon any person if they do not know either his identity or
his address. The absence of service of such a notice in such
circumstances any accidental error in or failure to give any notice to
any person upon whom notice is required to be served under this
Article shall not prevent the implementation of or invalidate any
procedure under this Article.

(iv)

The provisions of Articles ]1-}6 to 44 shall apply to the service upon

V)

(vi)

any Member of any notice required by this Article. Any notice
required by this Article to be served upon a person who is not a
Member or to a person who s a Member but whose address is not
within the United Kingdom and who has failed to supply to the
company an address within the United Kingdom pursuant to Article
i34, shall be deemed validly served if such notice is sent through the
post in a pre-paid cover addressed to that person or Member at the
address if any, at which the Directors believe him to be resident or
carrying on business or, in the case of a holder of depository accepts
or similar securities, to the address, if any, in the register of holders of
the relevant securities. Service shall, in such a case be deemed to be
effected on the day of posting and it shall be sufficient proof of service
if that notice was properly addressed, stamped and posted.

Any notice required or permitted to be given pursuant to this ‘Article
may relate to more than one Share and shall specify the Share or
Shares to which it relates.

The Directors shall be under no liability to the Company or any other
person for:

(a) failing to treat a Share (other than one particulars of which are
entered in the Foreign-held Share Register) as a Foreign-held
Share; :

(b) treating a Share particulars of which are entered in the Foreign-
hetd Share Register as a Foreign-held Share; or
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(c) doing anything or failing to do anything pursuant to this Article 43
in consequence of any such classification,

unless any Director has reason to believe that the classification of the
relevant Share 1s incorrect.

)] The Directors may make such regulations as they consider appropriate
and as the Special Shareholder may approve with a view to ensuring
that any shares can become or remain units of “a participating
security” (as defined in the Uncertificated Securities Regulations
2001) without prejudicing the fulfilment of the objective of this Article
43. The Directors may also from time to time abrogate, vary or
otherwise modify such regulations in such manner as they consider
appropriate and as the Special Shareholder may approve. This Article
43 shall not apply to the extent specified in such regulations, which
shall bind the Company and its members to the same extent as if they
had been set out herein.

TRANSMISSION OF SHARES

44, Incase of the death of a shareholder, the survivors or survivor where the
deceased was a joint holder, and the executors or administrators of the deceased
where he was a sole or only surviving holder shall be the only person or persons
recognised by the Company as having any title to or interest in the shares, but
nothing in this Article shall release the estate of a deceased holder (whether sole or
joint) from any liability in respect of any share held by him.

45 Any person becoming entitled to a share in consequence of the death
or bankruptcy of a member or of any other event giving rise by operation of law
to such entitlement may (subject as herein provided) upon supplying to the
Company such evidence as the Directors may reasonably require to show his
title to the share either be registered himself as holder of the share upon giving
to the Company notice in writing of his desire to be so registered or transfer
such share to some other person. All the limitations, restrictions and provisions
of these presents relating to the right to transfer and the registration of transfers
of shares shall be applicable to any such notice or transfer as aforesaid as if the
death or bankruptcy of the member or other event as aforesaid had not occurred
and the notice or transfer were a transfer executed by such member. The
Directors may give notice requiring a person to notify the Company in writing
of his desire to be so registered or transfer, as aforesaid, such share to some
other person. If that notice is not complied with within 60 days, the Directors
may withhold payment of all dividends and other amounts payable in respect of
the share until the notice as aforesaid has been given or the transfer as aforesaid
has been made.

46. Save as otherwise provided by or in accordance with these presents,
a person becoming entitled to a share in consequence of the death or bankruptcy
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. such time (within a period of not more than 15 month,

of a shareholder or other event giving rise by operation of law to such
entitlement (upon supplying to the Company such evidence as the Directors
may reasonably require to show his title to the share) shall be entitled to the
same dividends and other advantages as those to which he would be entitled if
he were the holder of the share except that he shall not be entitled in respect
thereof (except with the authority of the Directors) to receive notice of or
exercise any right conferred by membership in relation to meetings of the
Company or a separate meeting of the holders of a class of shares until he shall
have been registered as a member in respect of the share.

GENERAL MEETINGS

47. An Annual General Meeting shall be held once in

last preceding Annual General Meel ace as may be determined by the
Directors. All fal Meetings shall be called Extraordinary General
i
48. The Directors may whenever they think fit, and shall on requisition

in accordance with the Statutes, proceed to convene ap-Extraordinary| General
Meeting.

NOTICE OF GENERAL MEETINGS

T day hedeasdd The period of notice shall in each case
be excluswe of the day on Whlch 1t is served or deemed to be served and of the
day on which the meeting is to be held and shall be given in manner hereinafter
mentioned to all members other than such (if any) as are not under the
provisions of these presents entitled to receive such notices from the Company
and to all Directors and the Auditors: Provided that a General Meeting
notwithstanding that it has been called by a shorter notice than that specified
above shall be deemed to have been duly called if it is so agreed:—

{a) in the case of an Annual General Meeting by all the members
entitled to attend and vote thereat; and

olding of the

"7(8) in the case of :
number of the members having a right to attend and vote thereat,
being a majority together holding not less than 95 per cent. in

" nominal value of the shares giving that right.

Provided also that the accidental omission to give notice to or, in cases
where it should have been sent out with the notice, an instrument of proxy to, or
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the non-receipt of either by, any person entitled thereto shall not jnvalidaté any

General Meeting or any proceedings thereat. RIDER S¢
50. (a) Everynetice-calling-a-Gensral-Meeting—sholl-speetty-the-nlee® coxeus of s

and the day and hour of the meeting and there shall.appear-with reasonable

prominence in every such noticg a-statermient that a member entitled to attend

and vote is eniitled-torAppoint one or more prox1es to attend and, on a poll vote
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(8) In the case of an Annual General Meeting, the notice shall also
specify the meeting as such.

(c) In the case of any General Meeting the notice shall specify the
~ general nature of the business to be transactéd; and 1f any resolution is to be
proposed as IarrEx&aerdm&w-Resekﬁ*m—or—aa a Special Resolution, the notice
shall contain a statement to that effect.

PROCEEDINGS AT GENERAL MEETINGS

51. The Chairman of the Board of Directors, failing whom the Deputy
Chairman (and, if more than one, the Deputy Chairman who shall have held
that office for the greater or greatest length of time), shall preside as chairman
at a General Meeting. If there be no such Chairman or Deputy Chairman, or if
at any meeting neither shall be present within five minutes after the time
appointed for holding the meeting and willing to act, the Directors present shall
choose one of their number (or, if no Director be present or if all the Directors

present decline to take the chair {-t-he—m@mbers—pfeseﬂ{—s-h&l-l-eheeae-eﬂ&e-ﬁ&ren

Chairman of
meetings

; . ng} L [RIDEESD

52. No business other than the appointment of a chairman shall be quonm

transacted at any General Meeting unless a quorum 1s present at the time when
the meeting proceeds to business. Five members present in person or by proxy
and entitled to vote at that meeting shall be a quorum for all purposes.

53. If within fifteen minutes from the time appointed for a General
Meeting (or such longer interval as the chairman of the meeting may think fit to
allow) a quorum is not, present, or if during the meeting a quorum ceases to be
present, the meeting; . if convened on the requisition of members, shall be
dissolved. In any other case it shall’stand adjourned to such other day (not being
less than seven days thereafter) and such time and place as may have been

specified for the purpose in the notice convening the meeting or (if not so-

specified) as the chairman of the meeting may determine and in the latter case
not less than seven days’ notice of the adjourned meeting shall be given in like
manner as in the case of the original meeting. At the adjourned meeting any two
members present in person or by proxy shall be a quorum. If a quorum is not
present within fifteen minutes from the time fixed for the start of the adjourned
meeting, the meeting shall be dissolved.
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54, The chairman of the meeting may with the consent of any General
Meeting at which a quorum is present (and shall if so directed by the meeting)
adjourn the meeting from time to time (or sine die) and from place to place, but
no business shall be transacted at any adjourned meeting except business which
might lawfully have been transacted at the meeting from which the
adjournment took place. Where a meeting is adjourned sine die, the time and
place for any adjourned meeting shall be fixed by the Directors. When a
meeting is adjourned for 30 days or more or sine die, not less than seven days’
notice of any adjourned meeting shall be given in like manner as in the case of
the original meeting.

55. Save as hereinbefore expressly provided, it shall not be necessary to
give any notice of an adjournment or of the business to be transacted at an
adjourned meeting.

56. If an amendment shall be proposed to any resolution under

consideration but shall in good faith be ruled out of order by the chairman of .

the meeting the proceedings on the substantive resolution shall not be
invalidated by any error in such ruling. In the case of a resolution duly proposed
as a Special P{—E*EFB&[@H’}B*T'-‘RBSGBBGT* no amendment thereto (other than a
mere clerical amendment to correct a patent error) may in any event be
considered or voted upon. Subject to the Statutes and without prejudice to any
other restriction on the right to move amendments to Substantive Resolutions,
in the case of a Substantive Resolution duly proposed as an Ordinary
Resolution, no amendment thereto (other than a mere clerical amendment to
correct a patent error) shall be considered or voted upon unless written notice of
the intention to move it shall have been lodged at the Office no later than the
seventh day prior to the date appointed for the holding of the relevant meeting
(or adjourned meeting).

57. At any General Meeting all Substantive Resolutions (and proposed
amendments to Substantive Reselutions) put to the vote of the meeting shall be
determined on a poll and all other resolutions (including any amendments
thereto) put to the vote of the meeting shall be decided on a show of hands
unless a poll is (before or on the declaration of the result of the show of hands)
demanded by:—

(i) the chairman of the meeting; or

(i) not less than three members present in person or by proxy and entitled
to vote at the meeting; or

(iii) a member or members present in person or by proxy and representing
not less than one-tenth of the total voting rights of all the members
having the right to vote at the meeting; or

(iv) a member or members present in person or by proxy and holding
shares in the Company conferring a right to vote at the meeting being
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shares on which an aggregate sum has been paid up equal to not less
than one-tenth of the total sum paid up on all the shares conferring that
right.

58. A demand for a poll may, before the poll is taken, be withdrawn but
only with the approval of the chairman of the meeting. A demand so withdrawn
shall not be taken to have invalidated the result of a show of hands declared
before the demand was made. In the case of a poll demanded before the
declaration of the result of show of hands the meetmg shall continue as if the
demand had not been made.[Unless-a-pe squired-or-demanded-a-declasation-
by the chairman of the meeting that a resolution has bheesatfied, or carrled
unammously, or by a particular 1ajortyor Tost, and an entry to that effect in
the minute bogk, .shal€ conclusive evidence of that fact without proof of the
PR3 -0 ":"‘"" 2200 G4 BE0EE86-1L1-8 :“' 7y :::--L
poll is required or demanded, it shall be taken in such a manner (including the
use of ballot or voting papers or tickets) as the chairman of the meeting may
direct, and the result of the poll shall be deemed to be the resolution of the
meeting at which the poll was required or demanded. The chairman of the
meeting may {and if so directed by the meeting shall) appoint scrutineers (who
need not be members). The chairman may decide the time and place for the
declaration of the result of the poll or may decide that the result should be
publicised as soon as is reasonably practicable through The Stock Exchange or
in such other manner as he may determmine. The chairman may, having

announced his decision, adjourn or close the relevant meeting. : RIDtR 5
59. HInthe-case-af-an-ad itv-ofvote Hether-on-A-5HoR—o-hands-or-an *-...F.q -
a poll, the chairman of the meetmg at whlch the show-eftrarmds takes place or at

which the poll is required-ord€manded shall be entitled to a casting vote in | \olio
PRI Nt -A =R R O Py Ot a= =133 v, resulk 8 vae

60. A poll demanded on the election of a chairman of the meeting Or 0N raking of pons

a question of adjournment shall be taken forthwith. A poll required or
demanded on any other question shall be taken either immediately or at such
subsequent time (not being more than 30 days from the date of the meeting) and
place as the chairman of the meeting may direct. No notice need be given of a
poll not taken immediately if the time, date and place at which it is to be taken
are announced at the meeting at which it 1s required or demanded. In any other
case, at least seven days’ notice shall be given specifying the time, date and
place at which the poll is to be taken. '

The requirement or demand for a poll shall not prevent the continuance
of the meeting for the transaction of any business other than the question on
which the poll has been required or demanded.

61. Subject to the Statutes and without prejudice to any other restriction
on the consideration of resolutions at General Meetings, no Substantive
Resolution shall be considered or voted upon at a General Meeting unless either

49




Voting rights

Jointholders.

Recriver cte. for
sharebolder

Suspension of voting
ctc. rights.

(1) the full text of the relevant Substantive Resolution (or, in the case of -a
Substantive Resolution to be considered or voted upon at an Annual General
Meeting, reference to the substance of such Resolution) is set out in the notice
of the relevant meeting or (2) written notice of the intention to propose the
Substantive Resolution shall have been lodged at the Office no later than (i) in
the case of an Annual General Meeting the proposed date of which shall have
been announced by the Company prior to the despatch of the notice of meeting,
no later than the sixtieth day prior to that proposed date or, if later, the twenty-
first day after the date of the relevant announcement or (i1) in ali other cases, the
seventh day prior to the date appointed for the holding of the relevant meeting
(or adjourned meeting). A valid notice given pursuant to this Article 61 shall
not be rendered invalid by any subsequent change in the date or proposed date
of the relevant General Meeting.

VOTES OF MEMBERS

62. ':-Subject to any special rights or restrictions as to voting attached by
or in accordance with these presents to any shares or class of shares, on a show

3&0&&6-‘21

of hands every member who is present in person(shallthave one vote and on a
poll every member who is present in person or by proxy shatl have one vote for
every share of which he is the holder.f

63. In the case of joint holders of a share the vote of the senior who
tenders a vote, whether in person or by proxy, shall be accepted to the exclusion
of the votes of the other joint holders and for this purpose seniority shall be
determined by the order in which the names stand in the Register of Members
in respect of the share.

64. Where in England or elsewhere a receiver or other person (by

. whatever name called) has been appointed by any court ¢laiming jurisdiction in

that behalf to exercise powers with respect to the property or affairs of any
member on the ground (however formulated) of mental disorder, the Directors
may in their absolute discretion, upon or subject to production of such evidence
of the appointment as the Directors may require, permit such receiver or other
person on behalf of such member to vote in person or by proxy at any General
Meeting or to exercise any other right conferred by membership in relation to
meetings of the Company.

65. (a) No member shall, uniess the Directors otherwise determine, be
entitled in respect of shares held by him to vote at a General Meeting or
meeting of the holders of any class of shares of the Company either personally
or by proxy or to exercise any other right conferred by membership in relation
to meetings of the Company or meetings of the holders of any class of shares of
the Company if any call or other sum presently payable by him to the Company
in respect of such shares remains unpaid.
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(8){ If any member, or any other person appearing to be interested in
shares{held by such member, has been duly served with a notice under Section

7 of the and is in default for the prescribed period in supplying to the

ompany the information thereby required then (unless the Directors otherwise
determine), in respect of the shares in the shareholding account in the Register
of Members which comprises or includes the shares in relation to which the
default occurred (or such of them as the Directors may determine from time to
time) (all, or the relevant number as appropriate, of such shares being the
“default shares” which expression shall include any further shares which are
issued in respect of such shares), for so long as the defanit continues the
member shall not, nor shall any transferee to whom any of such shares are
transferred otherwise than pursuant to an approved transfer or pursuant to
Article 65(c)(i1)(a), be entitled to vote either personally or by representative or
by proxy at a General Meeting of the Company or a meeting of the holders of
any class of shares of the Company or to exercise any other right conferred by
membership in relation to General Meetings of the Company or meetings of the
holders of any class of shares of the Company.

_ (c) Where the default shares represent at least 0.25 per cent in
nominal value of the issued share capital of the class of shares concerned
(excluding any shares in the Company held as treasury shares), the Directors
may in their absolute discretion at any time by a notice (a “direction notice”) to
such members direct that:—

(1) in respect of the default shares any dividend or part
thereof or other money which would otherwise be
payable on such shares shall be retained by the
Company without any liability to pay interest
thereon. when such money is finally paid to the
member and the member shall not be entitled to
elect to receive shares in lieu of dividend; and/or

(ii) no transfer of any of the shares held by such
member shall be registered unless:—

(a) the member is not himself in default as regards
supplying the information requested and the
transfer is of part only of the member’s holding
which, when presented for registration, 1is
accompanied by a certificate by the member in a
form satisfactory to the Directors to the effect that
after due and careful enquiry the member is
satisfied that no person in default as regards

. supplying such information is interested in any of
the shares the subject of the transfer; or
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(b)

©

the transfer is a transfer duly made in accordance
with Article 43(c); or

the transfer is an approved transfer.

The Company shall send to each other person appearing to be interested in the
shares the subject of any direction notice a copy of the notice, but the failure or
omission by the Company to do so shall not invalidate such notice.

® )

Save as herein provided, any direction notice shall
have effect in accordance with its terms for so long

()

a5 the default—in tespect of which the direction
notice is issued continues and shall cease to have
effect thereafter upon the Directors so determining
(such determination to be made within a reasonable
period, not exceeding one week of the default being
duly remedied). Written notice of such
determination shall be given to the member,

" Any direction notice shall cease to have effect in

relation to any shares which are transferred by such

member by means of an approved transfer or in
accordance with Article 65(c)(i1)(a) above.

(e) For the purpose of this Article:—

)

(i)

a person shall be treated as appearing to be
interested in any shares if the member holding
such shares has given to the Company a notification
whether under the said Section B or otherwise

GE

which either (a) names such person as being so
interested or (b) fails to establish the identities of
those interested in the shares and (after taking into
account the said notification and any other relevant

Section E—]Ef notification) the Company knows or
has reasonable cause to believe that the person in
question is or may be interested in the shares;

the prescribed period is 28 days from the date of

service of the notice under the said Section PHd——

except that if the shares in respect of which the said
notice is given represent at least 0.25 per cent. in
nominal value of the issued share capital of the
class of shares concerned at the time of the giving

of the relevant notice under the said Section pd——

the prescribed period is 14 days from such date;
and
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(1)

a transfer of shares is an approved transfer if but
only ifi——

(a) 1tis a transfer of shares to an offeror by way
of or in pursuance of “acceptance of a

takeover offer (as defined in Section #2§ of
the t‘%ﬁ,‘for a company; or @74

(8) the Directors are satisfied that the transfer is
made pursuant to a bona fide sale of the
whole of the beneficial ownership of the
shares to a party unconnected with the
member or with any person appearing to-be
interested in such shares (including any such
sale made through a stock exchange on
which the Company’s shares of the class in
question are normally traded). For the
purposes of this paragraph any associate (as
that term is defined in Section 435 of the
Insolvency “ Act 1986) shail be included
amongst the persons who are connected
with the member or any person appearing
to be interested in such shares.

_ (F) The provisions of this Article are in addition and without
prejudice to the provisions of the dele{'.

Compo-mes
b&,b%()b I

66. No objection shall be raised as to the admissibility of any vote Osiectioss 1o vos
except at the meeting or adjourned meeting at which the vote objected to is or
may be given or tendered and any vote not disallowed at such meeting shall be

valid for all purposes. Any such objection shall be referred to the chainman of

the meeting whose decision shall be final and conclusive.

67. On a poll votes may be given either personally or by proxy and a euoxy vores
person entitled to more than one vote need not use all his votes or cast all the
votes he uses in the same way.

GS.LA proxy need not be a member of the Company.

Proxy rot mmb:rm

69. "The appointment of a proxy must be in writing in any usual or
common form or in any other form which the Directors may approve and:

(a) in the case of an individual must either be signed by the
appointor or his attorney or authenticated in accordance with
Article [1-4-1, and

(b) in the case of a corporation must be either given under its
common seal or be signed on 1ts behalf by an attorney or a duly

53
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authorised officer of the corporation or authenticated in

@ accordance with Article 4.

Any signature on or authentication of such appointment need not be
witnessed. Where an appointment of a proxy is signed or authenticated in
accordance with Article JH§ on behalf of the appointor by an attorney, the
power of attorney or a copy thereof certified notarially or in some other way
approved by the Directors must (failing previous registration with the

. Company) be submitted to the Company, fallmg which the appomtment may
-be treated as-invalid-------- - - - -

the contrary is stated thereon be valid as well for any ad_]ourn_rnent of the .. {OS' awbg]
meeting as for the meeting to which it relates. Provided that an appointment
relating to more than one meeting (including any adjournment thereof) having
once been so delivered for the purposes of any meeting shall not require again
to be delivered for the purposes of any subsequent meeting to which 1t relates.

demand or Jom n demandmﬂ a-pet-but-simil not confer any further nght to

Revocation of proxy

Corporate
representatives

g of the Company or of any class of members of the Company. Any
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entitled to exercise the same powers on behalf of the member by whom such
authorisation was given as such member coutt €xercise were the member an
individual member of the Coempany and such member shall for the purposes of
these presents-bedeemed to be present in person at any such meeting if a person

=t A + ¥ = ¥a B . 2ma R G
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DIRECTORS

. 74. .(a) Any Director.(and.theiralternate) who holds the office. of either
Chairman (where such office 1s held in an executive capacity) or Chief
Executive shall be a person who is a British Citizen or British Dependent
Territories citizen or British Overseas citizen by virtue of the British
Nationality Act 1981. In addition, if at any time the Company has a Deputy
Chairman as well as a Chairman and the persons holding those offices each
hold office in a non-executive capacity, at least one of such Directors (and their
alternate) shall be a person who is a British Citizen or British Dependent
Territories citizen or British Overseas citizen by virtue of the British
Nationality Act 1981. If any such persons for the time being cease to be
such a citizen and as a result the requirements of this Article 74(A) cease to be
fulfilled, his office of Director shall thereupon be vacated.

(8) The majority of the Directors holding office with the Company
for the time being shall be persons who are British citizens or British
Dependent Territories citizens or British Overseas citizens by virtue of the
British Nationality Act 1981. If at any time one half or more of the Directors
are persons who are not such citizens, then such a number of such Directors
shall forthwith vacate their offices with the Company as shall be necessary to
comply with this Article 74(s).

(c) The Directors who are not such citizens shall vacate office, so as
to ensure compliance with Article 74(s), in such order that those who have been
in office for the shortest period since their appointment shail vacate their office
first (unless all of the Directors otherwise agree amongst themselves).

(p) Each Director shall for the purposes of this Article 74 inform,
and keep informed, as fully and promptly as is reasonably possible, the
Directors of any change, or possible change, in his nationality.

(e) The Directors shall not (subject to compliance with the
foregoing provisions of this Article) be less than six in number. If at any
time the number of Directors shall, to comply with such foregoing provisions,
be reduced to less than six (or other such minimum number as may be fixed in
accordance with the following sentence), then such number of persons shall be

g-thie-toresorRs-provIstons-otthis e-aBM- T

_ Nadonality of
Directors

appointed as Directors as soon as is reasonably practicable to reinstate the-

number of Directors to six (or such other minimum number as aforesaid) or
more, The Company may by Ordinary Resolution from time to time vary the
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minimum number and/or fix and from time to time vary a maximum number of
Directors.

Py
76. A Director shall not be required to hold any shares of the Company

by way of qualification. A Director who is not a member of the Company shall
be entitled to attend and speak at General Meetings.

77. Each Director shall be entitled to receive remuneration for his
services at such rate as the Directors may from time to time determine and such
remuneration shall accrue de die in diem. The Company in General Meeting
may increase the amount of the remuneration to the Directors either
permanently or for a year or longer term. '

78. Any Director who holds any executive office (including for this
purpose the office of Chairman or Deputy Chairman whether or not such office
is held in an executive capacity), or who serves on any committee, or who
otherwise performs services which in the opinion of the Directors are outside
the scope of the ordinary duties of a Director, may be paid such extra
remuneration by way of salary, commission or otherwise as the Directors may
determine.

79. The Directors may repay to any Director all such reasonable
expenses as he may incur in attending and returning from meetings of the
Directors or of any committee of the Directors or General Meetings or
otherwise in or about the business of the Company.

80. (a) The Directors shall have the power to pay and agree to pay
pensions or other retirement, superannuation, death or disability benefits to (or
to any person in respect of) any Director or ex-Director and for the purpose of
providing any such pensions or other benefits to contribute to any scheme or
fund or to pay premiums.

(8) Without prejudice to the provisions of Article |44 the Directors

@

shall have power to purchase and maintain insurance for or for the benefit of
any persons who are or were at any time Directors, officers or employees of the
Company, any holding company of the Company or of any other body, whether
or not incorporated, in which the Company or such holding company or any of
the predecessors of the Company or of such holding company has or has had
any nterest whether direct or indirect or which is in any way allied to or
associated with the Company, or of any subsidiary undertaking of the Company
or of any such other body (together “Relevant Company™), or who are or were
at any time trustees of any pension fund or employees’ share scheme in which
any employees of any Relevant Company are interested, including (without
prejudice to the generality of the foregoing) insurance against any liability
incurred by -such persons in respect of any act or omission in the actual or
purported execution and/or discharge of their duties and/or in the exercise or

- purported exercise of their powers and/or otherwise in relation to their duties,
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powers or offices in relation to any Relevant Company or any such pension
fund or employees’ share scheme.

Bl-—Subject—to-the—provisions—of-these—presents—and-the—Staty B5T—RBE Pirmcomsiseresd
provided that he has disclosed to the Directors the nature and extent ef any
material interest of his, a Director notwithstanding his office may be-4 party to
or in any way interested in any contract or arrangement ge“fransaction or
proposal to which the Company is a party or in which the#Company is in any
way interested (including any body corporate promgtet by the Company) and
he may hold and be remunerated-in respect of agy6tfice or-place of profit (other
than the office of Auditor of the Company er"any subsidiary thereof) under the
Company or any other company in whjefl the Company is in any way interested
{(including any body corporate prptfioted by the Company) and he (or any firm
of which he is a partner, gafployee or member) may act in a professional
capacity for the Compga¥ or any such other company (other than as Auditor)
and be remunerajed” therefor and in any such case as aforesaid (save as
otherwise agreed) he may retain for his own absolute use and benefit all profits
and advgafages accruing to him thereunder or in consequence thereof and no
such, Contract, transaction or arrangement or proposal shall be liable to be

@ h (A) Subject to the pr0v1510ns of these presents, the Directors may cosive Distons
from time to time appoint one or more of their body to be the holder of any
-executive office (including, where considered appropriate, the office of
Chairman or Deputy Chairman) on such terms and (subject to the Statutes)
for such peniod as they may determine and, without prejudice to the terms of
any contract entered into in any particular case, may at any time revoke any
such appointment.

(8) The appointment of any Director to the office of Chairman or
Deputy Chairman or Joint Deputy Chairman or Chief Executive or Joint Chief
Executive or Managing or Joint Managing or Deputy or Assistant Managing
Director shall automatically determine if he ceases to be a Director but without
prejudice to any claim for damages for breach of any contract of service
between him and the Company.

(c) The appointment of any Director to any other executive office
shall not automatically determine if he ceases from any cause to be a Director,
unless the contract or resolution under which he holds office shall expressly
state otherwise, in which event such determination shall be without prejudice to
any claim for damages for breach of any contract of service between him and

~ the Company.
8% (a) The Directors may entrust to and confer upon any Director

holding any executive office any of the powers exercisable by them as Directors
upon such terms and conditions and with such restrictions as they think fit and
either collaterally with or to the exclusion of their own powers, and (without
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Vacation of office

Retirement by

prejudice to the terms of any contract entered into in any particular case) may
from time to time revoke, withdraw, alter or vary all or any of such powers.

Delegation by

(8) If the Directors appoint any person to the office of Chief b=
Executive who is not a Director, the Directors shall ensure that such person is a
British citizen or British Dependent Territories citizen or British Overseas
citizen by virtue of the British Nationality Act 1981 and that, if any such person
for the time being ceases to be such a citizen, the office of Chief Executive shall
thereupon be vacated.

APPOINTMENT AND RETIREMENT OF DIRECTORS

8‘1-". The office of a Director shall be vacated in any of the following
events, namely:—

()
(i1)

(iii)

(iv)

)

(vi)

If he shall become prohibited by law from acting as a Director.

If he shall resign by writing under his hand left at the Office or if he
shall in writing offer to resign and the Directors shall resolve to accept
such offer.

If he shall have a bankruptcy order made against him or in Scotland
has his estate sequestrated or shall compound with his creditors
generally or shall apply to the court for an interim order under Section
253 of the Insolvency Act 1986 in connection with a voluntary
arrangement under that Act.

If in England or elsewhere¢ an order shall be made by any court
claiming jurisdiction in that behalf on the ground (however
formulated) of his mental disorder or his detention or for the
appointment of a guardian or for the appointment of a receiver or
other person (by whatever name called) to exercise powers with
respect to his property or affairs.

If he shall be removed from office by notice in writing served upon
him signed by all his co-Directors, to the effect that his office as

Director shall on receipt{of such notice ipso facto be vacated, but so

that if he holds an appointment to an executive office which thereby |

automatically determines such removal shall be deemed an act of the

Company and shall have effect without prejudice to any claim for
damages for breach of any contract of service between him and the
Company.

If he shall be absent from meetings of the Directors for six months
without leave and the Directors-shall resolve that his office be vacated.

@ -8%‘_. At the Annual General Meeting in every year:
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(i)  any Director who was elected or last re-elected a Director at or
before the Annual General Meeting held in the third calendar year
before the current year shall retire by rotation; and

(i1) such further Directors (if any) shall retire by rotation as would
bring the number retiring by rotation up to one-third of the
Directors for the time being (or, if their number is not a multiple of
three, the number nearest to but greater than one-third).

8%. The Directors to retire by rotation shall include (so far as necessary pirston o i

to obtain the number required) any Director who wishes to retire and not to
offer himself for re-election. Any further Directors so to retire shall be those of
the other Directors subject to retirement by rotation who have been longest in
office since their last re-election or appointment and so that as between persons
who became or were last re-elected Directors on the same day those to retire
shall (unless they. otherwise agree among themselves) be determined by lot. A
retiring Director shall be eligible for re-election.

®_§i The Company at the meeting at which a Director retires under any retestion of
provision of these presents may by Ordinary Resolution fill up the office being ™
vacated by electing thereto the retiring Director or some other person eligible
for appointment. In default the retiring Director shall be deemed to have been
re-elected except in any of the following cases:—

(i) Where at such meeting it is expressly resolved not to fill such office or
a resolution for the re-election of such Director is put to the meeting
and lost.

(i1) Where such Director has not given notice in writing to the Company
by the date of the Notice convening the Annual General Meeting at
which he will retire by rotatton that he is willing to be re-elected.

(iil) Where the default is due to the moving of a resolution in
contravention of the next following Article.

The retirement shall not have effect until the conclusion of the meeting
except where a resolution is passed to elect another person in the place of the

— —retiring-Pirector-or-a-resolution-for-his-re-election-is-put-to-the-meeting-and-lost
and accordingly a retiring Director who is re-elected or deemed to have been re-
elected will continue in office without break.

m A resolution for the appointment of two Or mMOre pPErsons as sepanm resoluions w apoics
Directors by a single resolution shall not be moved at any General Meeting """
unless a resolution that it shall be so moved has first been agreed to by a
meeting without any vote being given against it; and any resolution moved in
contravention of this provision shall be void.

Eligibility for
appointment

@2'8} No person other than a Director retiring at the meeting shall, unless
recommended by the Directors for election, be eligible for appointment as a
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Removal of Direciors

Appointment of
Dircctors

Alereate Directors

Director at any General Meeting unless not less than seven nor more than 42
days (inclusive of the date on which the notice is given) before the date
appointed for the meeting there shall have been lodged at the Office notice in
_writing signed or authenticated in accordance with Article {44 by some
member (other than the person to be proposed) duly qualified to attend and vote
at the meeting for which such notice is given of his intention to propose such
person for election and also notice in writing signed (or sufficiently’
authenticated to the satisfaction of the Directors) by the person to be
- proposed of his willingness to be elected. ' '

The Company may in accordance with and subject to the provisions
of the Statutes by Ordinary Resolution of which special notice has been given
remove any Director from office (notwithstanding any provision of these
presents or of any agreement between the Company and such Director, but
without prejudice to any claim he may have for damages for breach of any such
agreement) and appoint another person in place of a Director so removed from
office and any person so appointed shall be treated for the purpose of
determining the time at which he or any other Director is to retire by rotation as
if he had become a Director on the day on which the Director in whose place he
is appointed was last elected a Director. In default of such appointment the
vacancy arising upon the removal of a Director from office may be filled as a
casual vacancy.

(::) 9';: . The Company may (subject to Article 74) by Ordinary Resolution
appoint any person to be a Director either to fill a casual vacancy or as an
additional Director. Without prejudice thereto the Directors shall have power at
any time so to do, but so that the total number of Directors shall not thereby
exceed the maximum number (if any) fixed by or in accordance with these
presents. Any person so appointed by the Directors shall hold office until the
next Annual General Meeting and shall then be eligible for re-election, but shall
not be taken into account in determining the number of Directors who are to
retire by rotation at such meeting.

ALTERNATE DIRECTORS

92. (a) Any Director may at any time by writing under his hand and
deposited at the Office, or delivered at a meeting of the Directors, appoint any
person (including another Director but provided that where the appointor is a
British citizen or British Dependent Territories citizen or British Overseas
citizen by virtue of the British Nationality Act 1981 his appointee shall also be
a person who is a British citizen or British Dependent Territories citizen or
British Overseas citizen by virtue of the British Nationality Act 1981) to be his
alternate Director and may in like manner at any time terminate such
appointment. Such appointment, unless previously approved by the Directors,
shall have effect only upon and subject to being so approved.
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() The appointment of an alternate Director shall determine on the
happening of any event which if he were a Director would cause him to vacate
such office or if his appointor ceases to be a Director:

(c) An alternate Director shall {except when absent from the United
Kingdom) be entitled to receive notices of meetings of the Directors and shall
be entitled to attend and vote as a Director at any such meeting at which the
Director for whom he is appointed an alternate is not personally present and
generally at such meeting to perform all the functions of a Director and for the

purposes. of the_proceedings at-such-meeting the provisions. of .these-presents-

shall apply as if he (instead of the Director for whom he is appointed an
alternate) were a Director. If he shall be himself a Director or shall attend any
such meeting as an alternate for more than one Director his voting rights shall
be cumulative but he shall not be counted more than once for the purposes of a
quorum. If the Director for whom he is appointed an alternate is for the time
being absent from the United Kingdom or temporarily unable to act through ill-
health or disability his signature to any resolution in writing of the Directors
shall be as effective as the signature of the Director for whom he is appointed
an alternate. To such extent as the Directors may from time to time determine in
relation to any committee of the Directors the foregoing provisions of this
paragraph shall also apply mutatis mutandis to any meeting of any such
committee of which the Director for whom he is appointed an alternate 1s a
member. An aiternate Director shall not (save as aforesaid) have power to act as
a Director nor shall he be deemed to be a Director for the purposes of these
presents.

(p) An alternate Director shall be entitled to contract and be
interested in and benefit from contracts or arrangements or transactions and to
be repaid expenses and to be indemnified to the same extent mutatis mutandis
as if he were a Director but he shall not be entitled to receive from the
Company in respect of his appointment as alternate Director any remuneration
except only such part (if any) of the remuneration otherwise payable to the
Director for whom he is appointed an alternate as such Director may by notice
in writing to the Company from time to time direct.

MEETINGS AND PROCEEDINGS OF DIRECTORS

9% Subject to the provisions of these presents the Directors may meet
together for the despatch of business, adjourn and otherwise regulate their
meetings as they think fit. At any time any Director may, and the Secretary on

nol-bane = o Bl e meetinag of Tiirg & 2 e Q Q o

tisne-beta-absont-fra s-Unitsd-iingdend Any Director may waive notice of
any méeting.and.any.such waiver may-be-retrospective! T

the requisition of a Director shall, summon a meeting of the Directors. [-shak-

Meetings of Directors
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Quorum

Yuoting

%. - The Directors, and any committee of the Directors, shall be deemed
to meet together if, being in separate locations, they are nonctheless linked by
conference telephone or other communication equipment which allows those
participating to hear and to speak to each other, and a quorum in that event may
be constituted by persons so linked. Such a meeting shall be deemed to take
place where the largest group of those participating is assembled or, if there is
no such group, where the Chairman of the meeting then is.

q The quorum necessary for the transaction of the business of the
Directors may be fixed from time to time by the Directors and unless so fixed at
any other number shall be two, provided that such quorum shall not be satisfied
in relation to any business transacted during any part of the relative proceedings
at a time when the number of the Directors present and entitled to vote who are
British citizens or British Dependent Territories citizens or British Overseas
citizens by virtue of the British Nationality Act 1981 does not exceed one half
of the total number of the Directors then present and entitled to vote. A meeting
of the Directors at which a quorum is present shall be competent to exercise all
powers and discretions for the time being exercisable by the Directors.

Questions arising at any meeting of the Directors shall be
determined by a majority of votes. In case of an equality of votes the
chairman of the meeting shall have a second or casting vote.

Telephone Meztings

Note ! Ridec
Q6 o be
Aciered

T

i e af

(\
L P o1 —(a)-Subject-as-provided-in-these-presents;a-Directorshall-not-vo
respect of any contract or arrangement or any other proposal whatsoev
which he has an interest which (together w1th any interest of any 4ferson

connected with him within thé meaning of "is to his

ot

knowledge a material interest otherwise than by virtue of h]S intep€sts in shares
or debentures or othér securities of or otherwise in or through the Company. A
Director shall not be counted in the quorum at a meeting”in relation to any
resolution on which he is debarred from voting.

() Subject to the provisions of the Statdtes and as provided in these

[the (ormpanies Ack:

presents, a Director shall (in the absence of sop€ other material interest than is

indicated below) be entitled to vote (and bgcounted in the quorum) in respect
of any resolution concerning any of thgAollowing matters, namely.—

(i1)




(iii) Any contract, arrangément o proposal conceming an offer of shares
or debentures or other securifies of or by the Company or any of its
subsidiary undertakings in which offer he is or may be entitled to
participate as a holder of segurities or in the underwriting or sub-
underwriting of which he is o participate.

(iv) Any contract, arrangement or|proposal, relating to any other company
in whjch he and any persons ¢onnected with him (within the meaning
—————-——8 of dojnot to hlS knowledge hold an interest in
| the(pmpaies— ~(as- that-term-is-used-in-
Acts representing one per cent. or] more of either any class of the equi
share capital of, or the voting rights in, such company.

(v) Any contract, arrangement or|proposal relating to an arrangement for
the benefit of the employees of the Company or any of its subsidiary
undertakings which does not faward him any privilege or benefit not
generally awarded to the emplpyees to whom such arrangment relates.

(vi) Any contract, arrangement of proposal concerning insurance which
the Company proposes to mafntain or purchase for the benefit of any
Directors of the Company for the benefit of persons including
Directors of the Company.

(c) Where proposals are junder consideration concerning the
appointment (including fixing or varying the terms of appointment) of two or
more Directors to offices or employments with the Company or any company in
which the Company is interested, guch proposals may be divided and
considered in relation to each Director separately and in such case each of
the Directors concerned (if not debarred from voting under paragraph (8) (iv) of
this Article) shall be entitled to vote (and be counted in the quorum) in respect
of each resolution except that concerning his own appointment.

(p) If any question shall arisg at any meeting as to the materiality of

a Director’s interest or as to the entitl

ent of any Director to vote and such

question is not resolved by him voluntarily agreeing to abstain from voting,

such question shall be referred to the ch
relation to any Director other than hims
in a case where the nature or extent of
has not been fairly disclosed.

() For the purposes of Artic

(1) a general notice giver
regarded as having

airman of the meeting and his ruling in
clf shall be final and conclusive except
the interests of the Directors concerned

cle é]

and this Article 97.—

1 to the Directors that a Director is to be
an interest of the nature and extent

specified in the nlotice in any contract, transaction,
arrangement or proposal in which a specified person or

class of persons is

mterested shall be deemed to be a

disclosure that the Director has an interest in any such
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and extent so specified;

) an interest of a person who is connected n the meaning

(#he. Corponies pekl  of Beetion346-of theref) with a Dj

or shall be treated. as

an interest of the Director;

(3) an interest (whethe is or of such a connected person) of
which a Direcfor has no knowledge and of which it is

unregsetiable to expect him to havc knowledge shall not be
L - £ i‘"”""‘mﬁﬁé"“' CHiE e 2
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P4. The continuing Directors may act notwithstanding any vacancies,

vaacies ([ O V)

amrman.

but if and so long as the number of Directors is reduced below the minimum
number fixed by or in accordance with these presents the continuing Directors
or Director may act for the purpose of filling up such vacancies or of
summoning General Meetings, but not for any other purpose. If there be no
Directors or Director able or willing to act, then any two members may
summon a General Meeting for the purpose of appointing Directors.

. The Directors may elect from their number a Chairman and a
Deputy Chamnan (or two or more Deputy Chairmen) and determine the period
* for which each is to hold office. If no Chairman or Deputy Chairman shall have
been appointed, or if at any meeting neither be present within five minutes after
the time appointed for holding the same, the Directors present may choose one
of their number to be Chairman of the meeting. If the Chairman is absent from
any meeting and at the relevant time there is more than one Deputy Chairman
then (unless the Directors present resolve otherwise) the Deputy Chairman
present (if more than one) who shall have held that office for the greater or
greatest length of time shall be entitled to preside at the meeting.

Writen nsulutio'n'e'e. A resolution in writing signed by all the Directors for the time being

Committses

in the United Kingdom shall (provided that more than half of the Directors
signing the same are British citizens or British Dependent Territories citizens or
British Overseas citizens by virtue of the British Nationality Act 1981) be as
effective as a resolution duly passed at a meeting of the Directors and may
consist of several documents in the like form, each signed by one or more
Directors.

|. The Directors may delegate any of their powers or discretions
(including without prejudice to the generality of the foregoing all powers and
discretions whose cxercise involves or may involve the payment of
remuneration to or the conferring of any other benefit on all or any of the
Directors) to committees. Any such committee shall, unless the Directors
otherwise resolve, have power to sub-delegate to sub-committees any of the
powers or discretions delegated to it. Any such committee or sub-commitiee
shall consist of one or more Directors and (if thought fit) one or more other
named person or persons to be co-opted as hereinafter provided. Insofar as any
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such power or discretion is delegated to a committee or sub-committee, any
reference in these Articles to the exercise by the Directors of the power or
discretion so delegated shall be read and construed as if it were a reference to
the exercise thereof by such committee or sub-committee. Any commiitee or
sub-committee so formed shall in the exercise of the powers so delegated
conform to any regulations which may from time to time be imposed by the
Directors. Any such regulations may provide for or authorise the co-option to
the committee or sub-committee of persons other than Directors and may
provide for members who are not Directors to have voting rights as members of
the committee or sub-committee.

@——-—h—(}a The meetings and proceedings of any such committee or sub-

-

committee consisting of two or more members shall be govemned mutatis
mutandis by the provisions of these presents regulating the meetings and
proceedings of the Directors so far as the same are not superseded by any
regulations made by the Directors under the last preceding Article. The number
of Directors on any such committee or sub-committee from time to time who
are British citizens or British Dependent Territories citizens or British Overseas
citizens by virtue of the British Nationality Act 1981 shall exceed one half of
the total number of the members of such committee or sub-committee,

.-___.._li'(ﬁ All acts done by any meeting of Directors, or of any such

committee, or by any person acting as a Director or as a member of any such
committee, shall as regards all persons dealing in good faith with the Company,
notwithstanding that there was some defect in the appointment of any of the
persons acting as aforesaid, or that any such persons were disqualified or had
vacated office, or were not entitled to vote, be as valid as if every such person
had been duly appointed and was qualified and had continued to be a Director
or member of the committee and had been entitled to vote.

BORROWING POWERS

. (o) Subject as hereinafter provided and to the provisions of the
Statutes, the Directors may exercise all the powers of the Company to borrow
money, and to mortgage or.charge all or part of its undertaking, property and
assets (present and future) and uncalled capital, and to issue debentures and
other securities, whether outright or as collateral security, for any debt, liability
or obligation of the Company or of any third party.

(8) (1) -The Directors shall restrict the borrowings of the Company
and exercise all voting and other rights or powers of control exercisable by the
Company in relation to its subsidiary companies (if any) so as to secure (so far
as regards subsidiaries, as by such exercise they can sccure) that the aggregate
amount for the time being remaining outstanding of all money borrowed by the
Group (which expression in this Article means the Company and its
subsidiaries for the time being) and for the time being owing, subject as
hereinafter provided, to persons other than the Company and its wholly-owned
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subsidiaries shall not, without the previous sanction of an Drdinary Resolution
of the Company, at any time exceed an amount equal to 3

(2) In this Article the expression “Adjusted Capital andl Reserves”
means at any material time a sum equal to the aggregate of:—

(a) the amount paid up (or credited as or deemed to be paid up) on the
issued share capital of the Company; and

(b) the amount standing to the credit of the capital and revenue reserves of
the Group (including without limitation the statutory reserve and any
share premium account or capital redemption reserve fund) after
adding thereto or deducting therefrom any balance standing to the
credit or debit of the profit and loss account of the Group;

all based on a consolidation of the then latest audited balance sheets of the
Company and its subsidiaries but after-—

(i) excluding any sums set aside for taxation;

(i) making such adjustments as may be appropriate in respect of any
variation in the amount of such paid up share capital or any such
reserves subsequent to the relevant balance sheet date and so that for
this purpose if any issue or proposed issue of shares by the Company
for cash has been underwritten then such shares shall be deecmed to
have been issued and the amount (including any premium) of the
subscription moneys payable in respect thereof (not being moneys
payable later than six months after the date of allotment) shall to the
extent so underwritten be deemed to have been paid up on the date
when the issue of such shares was underwritten (or, if such
underwriting was conditional, on the date when it became
unconditionat);

(iti) making such adjustments as may be appropriate in respect of any
distnibutions declared, recommended or made by the Company or its
subsidiaries (otherwise than attributable directly or indirectly to the
Company) out of profits earned up to and including the date of the
latest audited balance sheet of the Company or subsidiary (as the case

. may be) to the extent that such distribution is not provided for in such
balance sheet;

(iv) making such adjustments as may be appropriate in respect of any
variation in the interests of the Company in its subsidiaries since the
date of the latest audited balance sheet of the Company;

(v) making all such adjustments, if the calculation is required for the
purposes of or in connection with a transaction under or in connection
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(v1)

any material ime the aggregate amount of:—

(a)

(b)

with which any company is to become or cease to be a subsidiary, as
would be appropriate if such transaction had been carried into effect;

excluding minority interests in subsidiaries;

(R0ERI04(Y

cash in hand and deposits with any bank or other person (not $eing a
member of the Group), whether on cumrent account or gtherwise,
which are repayable to the relevant members of the Groyp within 12
months or on or within 12 months of any demand (with0r without any
penalty, in the case of ¢arly termination of the depegéit); and

the value of any bonds, certificates of deposit £ommercial paper or
other instruments which mature or are repayable within 12 months or
which, in the opinion of the Directors (or ap¥ person designated by the
Directors for this purpose), are capable gt being sold for cash within
such period;

and which, in each case, are beneficially o¥ned by any member of the Group;
Provided that:

®

(i)

in the case of cash, depositgy’bonds, certificates of deposit, commercial
paper or other instrumegts. which is or are beneficially owned by a
subsidiary of the Cgfmpany which is not wholly-owned by the
Company, a propoption of the amount or value thereof equal to the
proportion of thesssued equity share capital of such subsidiary which
is not attributgble to the Company shall be excluded;

for this pfirpose, the value of any bond, certificate of deposit,
commegp€ial paper or other instrument shall be deemed to be such
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aggregate amount at the relevant time of all cash recgived on
customers’ account and, for this purpose, the expreSsion “cash
received on customers’ account” means cash receiVed from customers
in accordance with the terms of contracts-Which specify payments in
advance of delivery the repaymept-to the customer of which is at the
relevant time guaranteed .er”secured by a bank or other financial
institution (whetherb¢ means of an advance payment guarantee, a
letter of credit~dr otherwise and whether or not payment is due on
demapd¥less the amount of any expenditure on stocks or work in

Eageacios Shpreetr bty

(c) For the purposes of the foregoing limit the following provisions
" shall apply:—

(1) there shall be deemed, subject as hereinafter provided, to have been
borrowed and to be outstanding as borrowed money of the relevant
member of the Group (but only to the extent that the same would not
otherwise fall to be taken into account).—

(a) the principal amount of all debentures of any member of the
Group which are not for the time being beneficially owned within
the Group;

(b) the outstanding amount of acceptances (not being acceptances of
trade bills in respect of the purchase or sale of goods in the
ordinary course of trading) by any bank or accepting house under
any acceptance credit opened on behalf of and in favour of any
member of the Group;

(c) the nominal amount of any issued and paid-up share capital (other
than equity share capital) of any subsidiary of the Company not
for the time being beneficially owned by any member of the
Group;

(d) the nominal amount of any other issued and paid-up share capital
and the principal amount of any other debentures or other
borrowed moneys (not being shares or debentures which or
borrowed moneys the indebtedness in respect of which are for the
time being beneficially owned within the Group) the redemption
or repayment whereof is guaranteed or wholly or (to the extent the
same is partly secured) partly secured by any member of the
Group;

(e) any fixed or minimum premium payable on final redemption or
repayment of any debentures, share capital or other borrowed
moneys falling to be taken into account; and
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2)

&)

(4)

()

() sums representing rental payments whether due and payable or
contingently payable by any member of the Group under hire
purchase agreements in respect of plant, equipment or machinery
hired by any member of the Group and any agreements ancillary
thereto;

moneys borrowed by any members of the Group for the purposes of
repaying or redeeming (with or without premium) in whole or in part
any other borrowed moneys falling to be taken into account and
intended to be applied for such purpose within six months after the
borrowing thereof shall not during such period, except to the extent so
applied, themselves fall to be taken into account;

any amounts borrowed by any member of the Group from bankers or
others for the purpose of financing any contract up to an amount not
exceeding that part of the price recetvable under such contract which
is guaranteed or insured by the Export Credits Guarantee Department
or other institution or body carrying on a similar business shall be
deemed not to be borrowed moneys;

moneys borrowed (including share capital to which paragraph (c) (1)
(c) applies) by a partly-owned subsidiary and not owing to another
member of the Group shall be taken into account subject to the
exclusion of a proportion thereof equal to the minority proportion of
the borrower and moneys borrowed (including such share capital as -
aforesaid) by a member of the Group from and owing to a partly-
owned subsidiary shall be taken into account to the extent of a
proportion thereof equal to the minority proportion of the lender; for
the purposes aforesaid “minority proportion” shall mean the
proportion of the issued equity share capital of the partly-owned
subsidiary which is not attributable to the Company or any subsidiary
of the Company;

for the avoidance of doubt it is hereby expressly provided that for the
purposes of the foregoing limit the following sums shall be deemed
not to be borrowed moneys of the Group:—

(a) sums which, but for the provisions of this paragraph (5), would be
borrowed moneys of any member of the Group at the time of, and
for a peniod of six months afier, such company becoming a
subsidiary of the Company otherwise than pursuant to the
provisions of the British Aerospace Act 1980;

(b) sums advanced or paid to any member of the Group (or their agent
or nominee) by customers of any member of the Group as
unexpended customer receipts or progress payments pursuant to
any contract between such customer and a member of the Group
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or any guarantees or indemnities given by any member of the
Group in relation thereto;

(c) sums representing rental or other payments whether due and
payable or contingently payable by any member of the Group
under leases or credit sale agreements in respect of plant,
equipment or machinery leased to or the subject of any such credit
sale agreement with any member of the Group, and any
agreements ancillary thereto;

(d) sums which otherwise would fall to be treated as borrowed-
moneys of any member of the Group which were treated, with the
concurrence of the Auditors and in accordance with any current
Statement of Standard Accounting Practice or other accountancy
principle or practice generally accepted for the time being in the
United Kingdom, in the latest audited balance sheet of the
relevant member of the Group on which such consolidation was
based as otherwise than borrowed moneys of that member of the
Group;

(6) borrowed moneys of any member of the Group expressed in or
calculated by reference to a currency other than sterling or a
combination of currencies including a currency or currencies other
than sterling shall (as regards the currency or currencies other than
sterling) be converted into sterling by reference to the rates of
exchange used for the conversion of such currencies in the latest
-audited balance sheet of the relevant member of the Group or, if any
relevant currency was not thereby involved, by reference to the rate of
exchange or approximate rate of exchange therefor ruling on the date
of such latest audited balance sheet and determined on such basis as
the Auditors may determine or approve.

{p) No person dealing with the Company or any of its subsidiaries
shall be concerned to see or enquire whether the limit imposed by the
provisions of this Article is observed and no debt incurred or security given in
excess of such limit shall be invalid or ineffectual unless the lender or the
recipient of the security had, at the time when the debt was incurred or security
given, express notice that the said limit had been or would thereby be exceeded.

GENERAL POWERS OF DIRECTORS

. ~ 3 (3
: . {}(-)51 (a) The business and affairs of the Company shall be managed by @@
. the Directors, who may exercise all such powers of the Company as are not by
the Statutes or by these presents required to be exercised by the Company in
General Meeting, subject nevertheless to any regulations of these presents, to
the provisions of the Statutes and to such regulations, being not inconsistent
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with the aforesaid regulatlons or provisions, as may be prescribed by Special
Resolution of the Company, but no regulation so made by the Company shall
invalidate any prior act of the Directors which would have been valid if such
regulation had not been made. The general powers given by this Article shall
not be limited or restricted by any special authority or power given to the
Directors by any other Article.

[—
(r) Without prejudice to the foregoing provisions of this Article, the

Directors may at any time seek the views of all or any of the shareholders of the

Company (or any class thereof) on any matter in such manner as the Directors

shall think fit. In particular, without limitation, the Directors may organise

postal ballots and determine all matters relating to the conduct of such ballots.

}64. The Directors may establish any local, group or divisional boards,
agencies or committees for managing any of the affairs of the Company, either

in the United Kingdom or elsewhere, and may appoint any persons to be
members of such local, group or divisional boards, agencies or committees or
any managers or agents, and may fix their remuneration and may delegate to
any local, group or divisional board, agency or committee or manager or agent
any of the powers, authorities and discretions vested in the Directors, with
power to sub-delegate, and may authorise the members of any local, group or
divisional board, agency or committee, or any of them, to fill any vacancies
therein, and to act notwithstanding vacancies, and any such appointment or
delegation may be made upon such terms and subject to such conditions as the
Directors may think fit, and the Directors may remove any person so appointed,
and may annul or vary any such delegation, but no person dealing in good faith
and without notice of any such annulment or variation shall be affected thereby.

f69. The Directors may from time to time and at any time by power of
attorney or otherwise appoint any company, firm or person or any fluctuating
body of persons, whether nominated directly or indirectly by the Directors, to
be the attorney or attorneys of the Company for such purposes and with such
powers, authorities and discretions (not exceeding those vested in or
exercisable by the Directors under these presents) and for such period and
! subject to such conditions as they may think fit, and any such power of attorney
| may contain such provisions for the protection and convenience of persons
| dealing with any such attorney as the Directors may think fit, and may also
authorise any such attorney to sub-delegate all or any of the powers, authorities
and discretions vested in him.

. . ) }Gﬂ The Directors may from time to time appoint any person to any office
A
or employment having a designation or title including the word “Director” or

attach to any existing office or employment with the Company such a
designation or title and may at any time determine any such appointment or the
use of any such designation or title. The inclusion of the word “Director” in the
designation or title of any such office or employment with the Company shall not

-
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imply that the holder thereof is a Director of the Company nor shail such holder
thereby be empowered in any respect to act as a Director of the Company or be

{Brondrm Recyster] ii-BQ Subject to and to the extent permitted by the Statutes, the Company,

. deemed to be a Director for any of the purposes of these presents.

or the Directors on behalf of the Company, may cause to be kept in any territory
a branch register of members resident in such territory, and the Directors may
make and vary such regulations as they may think fit respecting the keeping of
any such register.

Cheques etc. @.__B-}Q All cheques, promissory notes, drafis, bills of exchange, and other

Seals

negotiable or transferable instruments, and all receipts of moneys paid to the
Company, shall be signed, drawn, accepted, endorsed, or otherwise executed, as

Frsormn] -

the case may be, in such manner as the Directors shall from time to time bY g,z

resolution determine.

SECRETARY

" {4l The Secretary shall be appointed by the Directors on such terms and
for such period as they may think fit. Any Secretary so appointed may at any
time be removed from office by the Directors, but without prejudice to any
‘claim for damages for breach of any contract of service between him and the
Company. If thought fit two or more persons may be appointed as Joint
Secretaries. The Directors may also appoint from time to time on such terms as
they think fit one or more Assistant Secretaries.

THE SEAL

rlﬂ (a) The Directors shall provide for the safe custody of the Seal and
the Securities Seal (if any) and neither shall be used without the authority of the
Directors or of a committee authorised by the Directors in that behalf.

(8) Every instrument to which the Seal shall be affixed shall be
signed autographically by one Director and the Secretary or by two Directors
save that as regards any certificates for or evidencing shares or debentures or
other securities (including options) of the Company the Directors may by
resolution determine that such signature or either of them shall be dispensed
with or affixed by some method or system of mechanical signatures. -

(c) The Securities Seal shall be used only for sealing securities
issued by the Company and documents creating or evidencing securities so
issued. Any such securities or docuiments sealed with the Securities Seal shall
not require to be signed. '

(0) Any instrument signed by one Director and the Secretary or by
two Directors{and expressed to be executed by the Company shall have the
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same elfect as if executed under the seal, provided that no mstrument which
makes it clear on its face that it is intended to have effect as a deed shall be so
signed without the authority of the Directors or of a committee authorised by
the Directors in that behalf.

l—l—?j. The Company may exercise the powers conferred by the Statutes
with regard to having an official seal for use abroad and such powers shall be
vested in the Directors.

AUTHENTICATION OF DOCUMENTS

. Any Director or the Secretary or any person appointed by the
Directors for the purpose shall have power to authenticate any documents
affecting the constitution of the Company and any resolutions passed by the
Company or the Directors or any committee, and any books, records,
documents and accounts relating to the business of the Company, and to
certify copies thereof or extracts therefrom as true copies or extracts; and if any
books, records, documents or accounts are elsewhere than at the Office the local
manager or other officer of the Company having the custody thereof shall be
deemed to be a person appointed by the Directors as aforesaid. A document
purporting to be a copy of a resolution, or an extract from the minutes of a
meeting, of the Company or of the Directors or any committee which is
certified as aforesaid shall be conclusive evidence in favour of ail persons
dealing with the Company upon the faith thereof that such resolution has been
duly passed or, as the case may be, that such minutes or extract is a true and
accurate record of proceedings at a duly constituted meeting.

RESERVES

the Company and carry to reserve such sums as they think proper which, at the
discretion of the Directors, shall be applicable for any purpose to which the
profits of the Company may properly be applied and pending such application
may either be employed in the business of the Company or be invested. The
Directors may divide the reserve into such special funds as they think fit and
may consolidate into one fund any special funds or any parts of any special
funds into which the reserve may have been divided. The Directors may also
without placing the same to reserve carry forward any profits. In carrying sums
to reserve and in applying the same, the Directors shall comply with the
provisions of the Statutes.

73

Seal for usc abroad

Authentication of documents

fH—ﬁ The Directors may from time to time set aside out of the profits of resenes



DIVIDENDS

{H'éi. The Company may by Ordinary Resolution declare dividends but no  piviends

such dividends shall exceed the amount recommended by the Directors.

justify such payments, the Directors may declare and pay the fixed dividends on
any class of shares carrying a fixed dividend expressed to be payable on fixed
dates on the half-yearly or other dates prescribed for the payment thereof and
may also from time to time declare and pay interim dividends on shares of any
class of such amounts and on such dates and in respect of such periods as they
think fit. Subject to the Directors acting in good faith, they shall not incur any
liability to the holders of shares conferring preferred rights for any loss they
may suffer by the lawful payment of an interim dividend on any share having
deferred or non-preferred rights.

Apportionment o@__[l—l-q Unless and to the extent that the rights attached to any shares or the

dividends

Dividends out of
profits

No interest on
dividends

terms of issue thereof otherwise provide, all dividends shall (as regards any
shares not fully paid throughout the period in respect of which the dividend is
paid) be apportioned and paid pro rata according to the amounts paid on the
shares during any portion or portions of the period in respect of which the
dividend is paid. For the purposes of this Article no amount paid on a share in
advance of calls shall be treated as paid on the share.

149. No dividend shall be paid otherwise than out of profits available for
distribution under the provisions of the Statutes.

il—Eq. No dividend or other moneys payable on or in respect of a share
shall bear interest as against the Company.

Pre-scquisition pmﬁu@__}%l]. Subject to the provisions of the Statutes, where any asset, business

Retention of
dividends

or property is acquired by the Company as from a past date (whether such date
be before or after the incorporation of the Company) the profits and losses
arising therefrom as from such date may at the discretion of the Directors in
whole or in part be carried to revenue account and treated for all purposes as
profits or losses of the Company. Subject as aforesaid, if any shares or securities
are purchased cum dividend or interest, such dividend or interest may at the
discretion of the Directors be treated as revenue, and it shall not be obligatory
to capitalise the same or any part thereof.

-#249. (A) The Directors may retain any dividend or other moneys payable
on or in respect of a share on which the Company has a lien, and may apply the
same in or towards satisfaction of the debts, liabilities or engagements in
respect of which the lien exists.

(B) The Directors may retain the dividends payable upon shares in
respect of which any person is under the provisions as to the transmission of
shares hereinbefore contained entitled to become a member, or which any
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person i1s under those provisions entitled to transfer, until such person shall
become a member in respect of such shares or shail transfer the same.

___.}I-Z-Ei. The waiver in whole or in part of any dividend on any share by any (‘[\m\%ﬁ Q&Md&-\

document (whether or not under seal) shall be effective only if such document
is signed or authenticated in accordance with Article 44 by the holder thereof
(or the person becoming entitled to the share in consequence of the death,
bankruptcy or mental disorder of the holder or by operation of law or any other
event) and delivered to the Company and if or to the extent that the same is
accepted as such or acted upon by the Company.

@______.9-24 The payment by the Directors of any unclaimed dividend or other uneisimea dvidends
moneys payable on or in respect of a share into a separate account shall not
constitute the Company a trustee in respect thereof and any dividend shall be
forfeited and shall revert to the Company if such dividend is unclaimed after a
period of twelve years from the date it was declared or became due for
payment.

@-——. . The Company may upon the recommendation of the Directors by i

Ordinary Resolution direct payment of a dividend in whole or in part by the
distribution of specific assets (and in particular of paid-up shares or debentures
of any other company) and the Directors shall give effect to such resolution,
and where any difficulty arises in regard to such distribution, the Directors may
settle the same as they think expedient and in particular may issue fractional
certificates and fix the value for distribution of such specific assets or any part
thereof and may determine that cash payments shall be made to any members
upon the footing of the value so fixed in order to adjust the rights of all parties
and may vest any such specific assets in trustees as may seem expedient to the
Directors.

. (A) Any dividend or other moneys payable in cash on or in respect Peymeat of dividends
of a share may be paid (i) by cheque or warrant sent through the post to the
registered address of the member or person entitled thereto (or, if two or more
persons are registered as joint holders of the share or are entitled thereto in
consequence of the death, bankruptcy or mental disorder of the holder or by
operation of law or any other event, to any one of such persons) or to such
person at such address as such member or person or persons may in writing
direct, or (it) by inter-bank transfer to such account as the payee or payees may
in writing direct, or (iii) by such other method of payment as the member (or in
the case of joint holders of a share, all of them) may agree to. In the case of
payment by cheque or warrant, every such cheque or warrant shall be made
payable to the order of the person to whom it is sent or to such person as the
holder or joint holders or person or persons entitled to the share in consequence
of the death, bankruptcy or mental disorder of the holder or by operation of law
| or any other event may direct and payment of the cheque or warrant by the
| banker upon whom it is drawn shall be a good discharge to the Company. Every
I
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such cheque or warrant shall be sent at the risk of the person entitled to the
money represented thereby.

(8) Subject to the provisions of these presents and to the rights
attaching to any shares, any dividend or other moneys payable on or in respect
of a share may be paid in such currency as the Directors may determine.

(¢) The Company may cease to send any cheque, warrant or order
by post for any dividend on any shares which is normally paid in that manner if,
on each of the three most recent occasions when dividends have been payable
on those shares, the cheque, warrant or order has been returned undelivered or
remains uncashed but, subject to the provisions of these presents, shall
recommence sending cheques, warrants or orders in respect of the dividends.
payable on those shares if the holder or person entitled by transmission claims
the arrears of dividend and does not instruct the Company to pay future
dividends in some other way.

Paymeats o joint @__[}-2-1 If two or more persons are registered as joint holders of any share, or

bolders ete,

Record dates

are entitled jointly to a share in consequence of the death, bankruptcy or mental
disorder of the holder or by operation of law or any other event, any one of
them may give effectual receipts for any dividend or other money payable or
property distributable on or in respect of the share.

[l-;_lq. Notwithstanding any other provision of these presents but subject
always to the Statutes, the Company or the Directors may by resolution specify
any date (the “Record Date™) as the date at the close of business (or such other
time as the Company or the Directors, as the case may be, may determine) on
which persons registered as the holders of shares or other securities shall be
entitled to receipt of any dividend, distribution, interest, allotment, issue,
notice, information, document or circular and such Record Date may be on or at
any time before the date on which the same is paid, made, given or despatched
but without prejudice to the rights inter se in respect of the same of transferors
and transferees of any such shares or other securities.

CAPITALISATION OF PROFITS AND RESERVES

II-E-S} The Directors may, with the sanction of an Ordinary Resolution of
the Company, capitalise any sum standing to the credit of any of the Company’s
reserve accounts (including without limitation the Statutory Reserve, Share
Premium Account and Capital Redemption Reserve Fund) or any sum standing
to the credit of profit and loss account by appropriating such sum to the holders
of Ordinary Shares on the Register of Members at the close of business on the
date of the Resolution (or such other date as may be specified therein or
determined as therein provided) in proportion to their then holdings of Ordinary
Shares and applying such sum on their behalf in paying up in full unissued
Ordinary Shares (or, subject to any special rights previously conferred on any
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shares or class of shares for the time being issued, unissued shares of any other
class not being redeemable shares) for allotment and distribution credited as
fully paid up to and amongst them in the proportion aforesaid. The Directors
may do ail acts and things considered necessary or expedient to give effect to
any such capitalisation, with full power to the Directors to make such
provisions as they think fit for any fractional entitlements which would arise on
the basis aforesaid (including provisions whereby fractional entitlements are
disregarded or the benefit thereof accrues to the Company rather than to the
members concerned). The Directors may authorise any person to enter on
behalf of all the members interested into an agreement with the Company
providing for any such capitalisation and matters incidental thereto and any
agreement made under such authority shall be effective and binding on all
concerned.

f3d. The Directors may with the prior sanction of an Ordinary Resolution
of the Company offer the holders of Ordinary Shares the right to elect to receive
Ordinary Shares, credited as fully paid, instead of cash in respect of such
dividend or dividends (or part thereof) as are specified by any such Resolution.
The following provisicns shall apply:

(i) the satd Resolution may specify a particular dividend or may specify
all or any dividends declared or resolved in respect of a specified

" period but such period may not end later than the expiry of two
months following the conclusion of the fifth Annual General Meeting
following the date of the Meeting at which such Resolution is passed
provided nevertheless that the Directors may in their absolute
discretion suspend or terminate (whether temporarily or otherwise)
such right to elect and may- do such things and acts considered
necessary or expedient with regard to, or in order to effect, any such

suspension or termination;

(ii) the entitlement of each Ordinary Shareholder to new Ordinary Shares
shall be determined by the Directors so that the Relevant Value
thereof shall be as nearly as possible equal to (but not in excess of) the
cash amount that such Shareholders would have received by way of
dividend. For this purpose “Relevant Value” shall be calculated by
reference to the average of the middle market quotations for the
Company’s Ordinary Shares on The Stock Exchange, as derived from
the Daily Official List on the day when the Ordinary Shares are first
quoted “ex” the relevant dividend and on the four subsequent dealing
days, adjusted (if need be) as the Auditors may consider appropriate;

- (iii) the Directors may specify a minimum number of Ordinary Shares in
respect of which the right of election may be exercised. The basis of
allotment shall be such that no ‘member may receive a fraction of a
share and the Directors may make such provision as they think fit for
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(iv)

W)

(vi)

any fractional entitlements including provisions whereby the benefit
of fractional entitlements in whole or in part is disregarded or accrues
to the Company and/or under which the benefit of fractional
entitlements is accumulated on behalf of any shareholder without
entitlement to interest on terms that the relevant amount may
subsequently be applied to the allotment by way of bonus or cash
subscription on behalf of such shareholder of fully paid ordinary
shares (or in payment to such shareholder in cash). Any such
allotment shall be made in accordance with the foregoing provisions
of this Article;

the Directors may make exclusions or restricions as respects the
rights of certain shareholders to elect to receive Ordinary Shares
instead of cash as they think necessary or desirable in relation to
compliance with legal or practical problems under the laws of, or the
requirements of any recognised regulatory body or any stock
exchange in, any territory;

the Directors, after determining the basis of allotment, shall notify the
holders of Ordinary Shares in writing of the right of election offered to
them, and shall issue forms of election and specify the procedure to be
followed and place at which, and the latest time by which, duly
completed forms of election must be lodged in order to be effective
and may also from time to time establish or vary a procedure for
election mandates, under which a holder of Ordinary Shares may clect
in respect of future rights of election to be offered to that holder under
this Article until the election mandate is revoked in accordance with
the procedure;

the dividend (or that part of the dividend in respect of which a right of
election has been offered) shall not be payable on Ordinary Shares in
respect whereof the said election has been duly made (the “elected
Ordinary Shares™) and instead thereof additional Ordinary Shares
shall be allotted to the holders of the elected Ordinary Shares on the
basis of allotment determined as aforesaid; for such purpose the
Directors shall capitalise out of such of the sums standing to the credit
of reserves (including any share premium account or capital
redemption reserve) or any of the profits which could otherwise
have-been applied in paying dividends in cash as the Directors may
determine, a sum equal to the aggregate nominal amount of the
additional Ordinary Shares to be allotted on such basis and apply the
same in paying up in full the appropriate number of unissued Ordinary
Shares for allotment and distribution to and amongst the holders of the
elected Ordinary Shares on such basis. A resolution of the Directors
capitalising any part of the reserves of profits hereinbefore mentioned
shall have the same effect as if such capitalisation had been sanctioned
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by an Ordinary Resolution of the Company in accordance with Article
}2¢; and

(vii) the additional Ordinary Shares so allotted shall be allotted as of the
record date for the dividend in respect of which the right of election
has been offered and shall rank pari passu in all respects with the fully
paid Ordinary Shares then in issue save only that the shares so allotted
will not rank for any dividend or other distribution or other
entitlement which has been declared, made, paid or payable by
reference to such record date or any earlier record date.

@32

ACCOUNTS

[1-3-] Accounting records sufficient to show and explain the Company’s

transactions and otherwise complying with the Statutes shall be kept at the
Office, or at such other place as the Directors think fit, and shall always be open
to inspection by the officers of the Company. Subject as aforesaid no member
of the Company or other person shall have any right of inspecting any account
or book or document of the Company except as conferred by statute or as

ordered by a court of competent jurisdiction or as authorised by the Directors.

to be laid before a General Meeting of the Company (including every document
required by law to be comprised therein or attached or annexed thereto shall not
less than 21 days before the date of the meeting be sent to every member of, and
every holder of debentures of the Company and to every other person who is
entitled to receive notice of meetings from the Company under the provisions
of the Statutes or of these presents. Provided that this Article shall not require a
copy of these documents to be sent to more than one of joint holders or to any
person of whose address the Company is not aware, but any member or holder
of debentures to whom a copy of these documents has not been sent shall be
entitled to receive a copy free of charge on application at the Office. If all or
any of the shares or debentures of the Company shall for the time being be
listed on the official list maintained by the UK Listing Authority, there shall be
forwarded to the UK Listing Authority such number of copies of such
documents as may for the time being be required under its regulations or
practice.

. If the Statutes so permit the Company need not send copies of the
documents referred to in Article |33 to members to whom are sent summary

financial statements or such other documents as may be authorised by the
Statutes. :

AUDITORS-

[i34. Subject to the provisions of the Statutes, all acts done by any a
person acting as an Auditor shall, as regards all persons dealing in good faith
with the Company, be valid, notwithstanding that there was some defect in his
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appointment or that he was at the time of his appointment not quahfied for
appointment or subsequently became disqualified.

[Bﬁ. An Auditor shall be entitled to attend any General Meeting and to

receive all notices of and other communications relating to any General
Meeting which any member is entitled to receive and to be heard at any General
Meeting on any part of the business of the meeting which concerns him as
Auditor. To the extent permitted by Statute, the notices and other
communications relating to any General Meeting referred to in this Article
may be sent by electronic communication.

COMMUNICATIONS WITH MEMBERS
Notices @_____H—q (a) The Company may, subject to and in accordance with the

Companies Acts and these Articles, send or supply all types of notices,
documents or information to members by electronic means and/or by making
such notices, documents or information available on a website.

(8) The Company Communications Provisions have effect for the
purposes of any provision of the Companies Acts or these Articles that
authorises or requires notices, documents or information to be sent or supplied
by or to the Company.

(c) Any notice, document or information (including a share
certificate) which is sent or supplied by the Company .in hard copy form, or
in electronic form but to be delivered other than by electronic means, and which
is sent by pre-paid post and properly addressed shall be deemed to have been
received by the intended recipient at the expiration of 24 hours (or, where first
class mail is not employed, 48 hours) after the time it was posted, and in
proving such receipt it shall be sufficient to show that such notice, document or
information was properly addressed, pre-paid and posted.

(p) Any notice, document or information which is sent or supplied
by the Company by electronic means and/or by means of a website shall be
deemed to have been received by the intended recipient at 9 a.m. on the day
following that on which it was transmitted, and in proving such receipt it shall
be sufficient to show that such notice, document or information was properly
addressed.

() Any notice, document or information which is sent or supplied
by the Company by means of a website shall be deemed to have been received
when the material was first made available on the website or, if later, when the
recipient received (or is decmed to have received) notice of the fact that the
material was available on the website.

(F) The accidental failure to send, or the non-receipt by any person
entitled to, any notice of or other document or information relating to any
meeting or other proceeding shall not invalidate the relevant meeting or
proceeding.
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(6) The provisions of this Article shall have effect in place of the
Company Communications Provisions relating to deemed delivery of notices,
documents or information.

Noices 1 joit . 34 (a) Anything which needs to be agreed or specified by the joint

bolders holders of a share shall for all purposes be taken to be agreed or specified by all
the joint holders where it has been agreed or specified by the joint holder whose
name stands first in the register in respect of the share.

(8) Any notice, document or information which is authorised or
required to be sent or supplied to joint holders of a share may be sent or
supplied to the joint holder whose name stands first in the register in respect of
the share, to the excluston of the other joint holders. For such purpose, a joint
holder having no registered address in the United Kingdom and not having
supplied an address within the United Kingdom for the service of notices may,
subject to the Statutes, be disregarded.

(c) The provisions of this Article shall have effect in place of the
Company Communications Provisions regarding joint holders of shares.

(K3 134. (A) A person who claims to be entitled to a share in consequence of s w persons enited o
the death or bankruptcy of a member or otherwise by operation of law shall *™
supply to the Company:

(i) such evidence as the Directors may reasonably require to
show his title to the share,

(i) an address at which notices may be sent or supplied to such
person,

whereupon he shall be entitled to have sent or supplied to him at such address
any notice, document or information to which the said member would have
been entitled. Any notice, document or information shall for all purposes be
deemed to be duly sent or supplied to all persons interested (whether jointly
with or as claiming through or under him) in the share.

X () Save as provided by paragraph I—%S(A-], any notice, document or

information sent or supplied to the address of any member in pursuance of
these Articles shall, notwithstanding that such member be then dead or
bankrupt or in liquidation, and whether or not the Company has notice of his
death or bankruptcy or liquidation, be deemed to have been duly sent or
supplied in respect of any share registered in the name of such member as sole
or first-named joint holder.

(c) The provisions of this Article shall have effect in place of the
Company Communications Provisions regarding the death or bankruptcy of a
holder of shares in the Company.
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@3

JB4. Subject to the Statutes, the Company shall not be required to send

Notices whese no registered

notices, documents or information to a member who (having no registered

address within the United Kingdom) has not supplied to the Company an
address within the United Kingdom for the service of notices.

J44Q. If at any time by reason of the total suspension or curtailment of
postal services within the United Kingdom the Company is unable to give
notice by post in hard copy form of a General Meeting, such notice shall be
deemed to have been given to all members entitled to receive such notice in
hard copy form if such notice is advertised in at least two leading daily
newspapers (at least one of which shall be a London newspaper) and such
notice shall be deemed to have been given at noon on the day when the
advertisement appears. In any such case, the Company shall (i) make such
notice available on its website from the date of such advertisement until the
conclusion of the meeting or any adjournment thereof and (i) send
confirmatory copies of the notice by post to such members if at least 48
hours prior to the meeting the posting of notices again becomes practicable.

SIGNATURE OR AUTHENTICATION OF DOCUMENTS SENT BY
ELECTRONIC MEANS

}4-1. Where these Articles require a notice or other document to be signed
or authenticated by a member or other person then any notice or other
document sent or supplied in electronic form is sufficiently authenticated in any
manner -authorised by the Company Communications Provisions or in such
other manner as may be approved by the Directors. The Directors may
de&gnate mechanisms for validating any such notice or other document, and
any such notice or other document not so validated by such mechanisms shall
be deemed not to have been received by the Company.

smur,pm.,.m(i:) j Nothmg in any of the preceding six Articles shali affect any

as 10 polices -

Winding-up

provision of the Statutes that requires or permits any particular notice,
document or information to be sent or supplied in any particular manner.

WINDING-UP

_p43. The Directors shall have power in the name and on behalf of the
Company to present a petition to the Court for the Company to be wound up.

powers ot e (4 _____+44. If the Company shall be wound up (whether the liquidation is

voluntary, under supervision, or by the court) the Liquidator may, with the
authority of ap—Exizaerdinessd Resolution and subject to any provision

sanctioned in accordance with the provisions of Section 187 of the
Insolvency Act 1986, divide among the members in specie or kind the whole
or any part of the assets of the Company and whether or not the assets shall
consist of property of one kind or shall consist of properties of different kinds,
and may for such purpose set such value as he deems fair upon any one or more
class or classes of property and may determine how such division shall be
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carried out as between the members or different classes of members. The
Liquidator may, with the hike authority, vest any part of the assets in trustees
upon such trusts for the benefit of members as the Liquidator with the like
authority shall think fit, and the liquidation of the Company may be closed and
the Company dissolved, but so that no contributor shall be compelled to accept
any shares or other property in respect of which there is a liability, The
Liquidator may make any provision referred to in, and sanctioned in accordance
with the provisions of, Section 187 of the Insolvency Act 1986.

INDEMNITY

consistent with, the Statutes and subject as mentioned below, every D of of
the Company shall be indemnified by the Company out of its own fupdS against
(a) any liability incurred by or attaching to him in connegttn with any
negligence, default, breach of duty or breach of trust by hy#in relation to the
Company other than (i} any liability to the Compafly or any associated
company (as defined in Section 309A(6) of the Aglyand (i1) any liability of the
kind referred to in Sections 309B(3) or (4) of € Act; and (b) any other liability

Indemnnity of
Directors

incurred by or attaching to him in the al or purported execution and/or
discharge of his duties and/or the exerCise or purported exercise of his powers
and/or otherwise in relation tg-6r in connection with his duties, powers or
office. Such indemnity shall«fot, however, extend to any liability incurred by or
attaching to a Directop4S a result of his own fraud or wilful default but shall

16ns while he was a Director. Where a person is indemnified
liability in accordance with this paragraph 145, such indemnity
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ARTICLES OF ASSOCIATION

October 2008 Riders

RIDER 96 to 100

Insert in margin: Authorisation of Directors’ interests

96.
(A)

B)

(©)

(D)

For the purposes of Section 175 of the Companies Act 2008, the Directors shall have the
power to authorise any matter which would or might otherwise constitute or give rise 1o a
breach of the duty of a Director under that Section to avoid a situation in which he has, or
can have, a direct or indirect interest that conflicts, or possibly may conflict, with the
interests of the Company.

Authorisation of a matter under Article 96{A) shall be effective only if:

(1) the matter in question shall have been proposed in writing for consideration at a
meeting of the Directors, in accordance with the Board’s normal procedures or in
such other manner as the Directors may determine;

{2) any requirement as to the quorum at the meeting of the Directors at which the
matter is considered is met without counting the Director in question and any other
interested Director (together the “Interested Directors”); and

{3) the matter was agreed to without the Interested Directors voting or would have
been agreed to if the votes of the Interested Directors had not been counted.

Any authorisation of a matter under Article 96(A) extends to any actual or potential conflict
of interest which may reasonably be expected to arise out of the matter so authorised.

Any authorisation of a matter under Article 96(A) shall be subject to such conditions or
limitations as the Directors may determine, whether at the time such authorisation is given
or subsequently. and may be terminated by the Directors at any time. A Director shall
comply with any obligations imposed on him by the Directors pursuant to any such
authorisation.

A Director shall not, save as otherwise agreed by him, be accountable to the Company for
any benefit which he (or a person connected with him) derives from any matter authorised
by the Directors under Article 96(A) and any contract, transaction, arrangement or proposal
relating thereto shall not be liable to be avoided on the grounds of any such benefit.

Insert in margin: Directors may have interests

97.

(A) Subject to compliance with Article 97(B), a Director, notwithstanding his office, may have

an interest of the following kind:

(1) where a Director (or a person connected with him) is a director or other officer of,
or employed by, or otherwise interested (including by the holding of shares) in any
Relevant Company;
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2 where a Director (or a person connected with him) is a party to, or otherwise
interested in, any contract, transaction, arrangement or proposal with a Relevant
Company, or in which the Company is otherwise interested;

3 where the Director (or a person connected with him) acts (or any firm of which he is
a partner, employee or member acts) in a professional capacity for any Retevant
Company (other than as Auditor) whether or not he or it is remunerated therefor;

(4) an interest which cannot reasonably be regarded as likely to give rise to a conflict
of interest;

(5) an interest, or a transaction, arrangement or proposal giving rise to an interest, of
which the Director is not aware;

(6) any matter already authorised under Article 96(A); or
{7) any other interest authorised by Ordinary Resolution.
No authorisation under Article 96(A) shall be necessary in respect of any such interest.

(B) The Director shall declare the nature and extent of any interest permitted under Article
97(A), and not falling within Article 97(C), at a meeting of the Directors or in the manner set
out in Section 184 or 185 of the Companies Act 2006.

(C) No declaration of an interest shall be required by a Director in relation to an interest:
(1) falling within paragraph (4) or (5) or (6) of Article 97{A);

(2) if, or to the extent that, the other Directors are already aware of such interest (and
for this purpose the other Directors are treated as aware of anything of which they
ought reasonably to be aware); or

(3) if, or to the extent that, it concerns the terms of his service contract (as defined in
Section 227 of the Companies Act 2006) that have been or are to be considered by
a meeting of the Directors, or by a commitiee of Directors appointed for the
purpose under these Articles.

(D) A Director shall not, save as otherwise agreed by him, be accountable to the Company for
any benefit which he (or a person connected with him) derives from any interest referred to
in Article 97(A}, and no contract, transaction, arrangement or proposal shall be liable to be
avoided on the grounds of any such interest.

(E) For the purposes of this Article, “Relevant Company” shall mean the Company; a
subsidiary undertaking of the Company; any holding company of the Company or a
subsidiary undertaking of any such holding company; any body corporate promoted by the
Company; or any body corporate in which the Company is otherwise interested.

Insert in margin: Restrictions on quorum and voting

98.

(A) Save as provided in this Article 98, and whether or not the interest is one which is
authorised pursuant to Article 96(A) or permitted under Article 97(A), a Director shall not be
entitled to vote on any resolution in respect of any contract, transaction, arrangement or
proposal, in which he (or a person connected with him) is interested. Any vote of a Director
in respect of a matter where he is not entitled to vote shall be disregarded.
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(B) A Director shall not be counted in the quorum for a meeting of the Directors in relation to
any resolution on which he is not entitled to vote.

(C) Subject to the provisions of the Statutes, a Director shall (in the absence of some other
interest than is set out below) be entitied to vote, and be counted in thé quorum, in respect
of any resolution concerning any contract, transaction, arrangement or proposal:

(1)
()

(3)

(4)

(5)

(6)

7

(8)

(17)

(12)

in which he has an interest of which he is not aware;

in which he has an interest which cannot reasonably be regarded as likely to give
rise to a conflict of interest;

in which he has an interest only by virtue of interests in shares, debentures or other
securities of the Company, or by reason of any other interest in or through the
Company;

which involves the giving of any security, guarantee or indemnity to the Director or
any other person in respect of (i} money lent or obligations incurred by him or by
any other person at the request of or for the benefit of the Company or any of its
subsidiary undertakings; or (i) a debt or other obligation of the Company or any of
its subsidiary undertakings for which he himself has assumed responsibility in
whole or in part under a guarantee or indemnity or by the giving of security;

concerning an offer of shares or debentures or other securities of or by the
Company or any of its subsidiary undertakings (i) in which offer he is or may be
entitled to participate as a holder of securities; or (i) in the underwriting or sub-
underwriting of which he is to participate;

concerning any other body corporate in which he is interested, directly or indirectly
and whether as an officer, shareholder, creditor, employee or otherwise, provided
that he (together with persons connected with him) is not the holder of, or
beneficially interested in, one per cent or more of the issued equity share capital of
any class of such body corporate or of the voting rights available to members of the
relevant body corporate,

relating to an arrangement for the benefit of the employees or former employees of
the Company or any of its subsidiary undertakings which does not award him any
privilege or benefit not generally awarded to the employees or former employees to
whom such arrangement relates; :

concerning the purchase or maintenance by the Company of insurance for any
liability for the benefit of Directors or for the benefit of persons who include
Directors;

concerning the giving of indemnities in favour of Directors;

concerning the funding of expenditure by any Director or Directors on (i) defending
criminal, civil or regulatory proceedings or actions against him or them, (i) in
connection with an application to the court for relief, or (i) defending him or them in
any regulatory investigations;

concerning the doing of anything to enable any Director or Directors to avoid
incurring expenditure as described in paragraph (10); and

in respect of which his interest, or the interest of Directors generally, has been
authorised by Ordinary Resolution.
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(D) Where proposals are under consideration concerning the appointment (including fixing or

=)

varying the terms of appointment) of two or more Directors to offices or employments with
the Company (or any body corporate in which the Company is interested), the proposals
may be divided and considered in relation to each Director separately. In such case, each
of the Directors concerned (if not debarred from voting under paragraph (6) of Article
98(C)) shall be entitled to vote, and be counted in the quorum, in respect of each resolution
except that concerning his own appointment or the fixing or variation of the terms thereof.

If a question arises at any time as to whether any interest of a Director prevents him from
voting, or being counted in the quorum, under this Article 98, and such question is not
resolved by his voluntarily agreeing to abstain from voting, such question shall be referred
to the chairman of the meeting and his ruling in relation to any Director other than himself
shall be final and conclusive, except in a case where the nature or extent of the interest of
such Director has not been fairly disclosed. If any such question shall arise in respect of
the chairman of the meeting, the question shall be decided by resolution of the Directors
and the resolution shall be conclusive except in a case where the nature or extent of the
interest of the chairman of the meeting (so far as it is known to him) has not been fairly
disclosed to the Directors.

Insert in margin: Confidential information

99.
(A)

(B)

(C)

Subject to Article 99(B), if a Director, otherwise than by virtue of his position as Director,
receives information in respect of which he owes a duty of confidentiality to a person other
than the Company, he shall not be required to disclose such information to the Company or
to the Directors, or to any Director, officer or employee of the Company; or otherwise use
or apply such confidential information for the purpose of or in connection with the
performance of his duties as a Director,

Where such duty of confidentiality arises out of a situation in which the Director has, or can
have, a direct or indirect interest that conflicts, or possibly may conflict, with the interests of
the Company, Article 99(A) shall apply only if the conflict arises out of a matter which has
been authorised under Article 96(A) above or falls within Article 97 above.

This Article is without prejudice to any equitable principle or rule of law which may excuse
or release the Director from disclosing information, in circumstances where disclosure may
otherwise be reguired under this Article 99.

Insert in margin: Directors’ interests - general

100.
(A)

(B)

For the purposes of Articles 96 to 99:

(1) an interest of a person who is connected with a Director shall be treated as an
interest of the Director; and

(2) Section 252 of the Companies Act 2006 shall determine whether a person is
connected with a Director.

Where a Director has an interest which can reasonably be regarded as likely to give rise to
a conflict of interest, the Director may, and shall if so requested by the Directors take such
additional steps as may be necessary or desirable for the purpose of managing such
conilict of interest, including compliance with any procedures laid down from time to time
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by the Directors for the purpose of managing conflicts of interest generally and/or any
specific procedures approved by the Directors for the purpose of or in connection with the
situation or matter in question, including without fimitation:

WD) absenting himself from any meeting or part of a meeting of the Directors at which
the relevant situation or matter falls to be considered; and

{(2) not reviewing documents or information made available to the Directors generally
in relation to such situation or matter and/or arranging for such documents or
information to be reviewed by a professional adviser to ascertain the extent to
which it might be appropriate for him to have access to such documents or
information.

(C) The Company may by Ordinary Resolution ratify any contract, transaction, arrangement or
proposal, not properly authorised by reason of a contravention of any provisions of Articles
96 to 99.

UPDATED RIDER 132 (note: to update cross-references only pursuant to the October 2008
amendments)

Subject as provided by this Article and Article 136, a copy of the Company’s annual accounts and
reports which are

UPDATED RIDER 145 (note: to update cross-references only pursuant to the October 2008
amendments)

(A) Subject to the provisions of, and so far as may be permitted by and consistent with, the
Statutes, the rules of the UK Listing Authority and subject as mentioned below, every Director of
the Company may be indemnified by the Company out of its own funds against: (a) any liability
incurred by or attaching to him in connection with any negligence, default, breach of duty or breach
of trust by him in relation to the Company or any Associated Company or the Company other than
(i) any liability to the Company or any Associated Company of the Company and (ji) any liability of
the kind referred to in Sections 234(3) of the Companies Act 2006; and (b) any other liability
incurred by or attaching to him in the actual or purported execution and/or discharge of his duties
and/or the exercise or purported exercise of his powers and/or otherwise in relation to or in
connection with his duties, powers or office.

(B) Subject to the provisions of, and so far as may be permitted by and consistent with, the
statutes, the rules of the UK Listing Authority and subject as mentioned below, every Director of
the Company may be indemnified by the Company out of its own funds against (a) any liability
incurred by or attaching to him in connection with any negligence, default, breach of duty or breach
of trust by him in relation to the Company or any Associated Company of the Company if it is the
trustee of an occupational pension scheme (within the meaning of Section 235(6) of the
Companies Act 2006}, in so far as such liability relates to the Company’s or any such Associated
Companies’ activities as trustee of such occupational pension scheme and other than any liability
of the kind referred to in Sections 235(3) of the Companies Act 2006 and (b) any other liability
incurred by or attaching to him in the actual or purported execution and/or discharge of his duties
and/or the exercise or purported exercise of his powers and/or otherwise in relation to or in
connection with his duties, powers or office.

(C) Indemnities provided for under this Article 148 shall not, however, extend to any liability
incurred by or attaching to a Director as a result of his own fraud or wilful default but shall extend
to other liabilities arising after he ceased to be a Director in respect of acts or omissions while he
was a-Director. Where a person is indemnified against any liability in accordance with this Article
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148, such indemnity shall extend to all costs, charges, losses, expenses and liabilities incurred by
him in relation thereto.

(D) In this Article “Associated Company” shall have the meaning given thereto by Section 256 of
the Companies Act 2006.

| "END
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